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INTRODUCTION 



By Skxai'oks Edmuxd S. MusicrE axd Wilt.iam V. Rotii 

Just tliree 3*onrs n<ro — in Dcccniher 197o — the Subcominittee on In- 
ter<rovommental Relntioiis piiblislied tho results of its survey of i)ublic 
attitudes toward Ainericaii irovcrnincut conducted by the Ifarris 
or<ruui/catiori. Ot^^is and Confidencr : Cfftze)}s Vlcio American Govern- 
.lU'vt reported that mo.st Ainorienns had lost confidence in theia* public 
institutions and leaders and were disenchanted with tlie perfonnanco 
of <j:ovennnent. Fortunately, these disqnietin<.^ attitudes had a more 
encoura.irin<r side: most Americans stiil bc^lieved that <;;overnnients at 
all levels could be made to work ejrectively. 

TIk' iund;nnental nio^sa^Gfe of this survey was that the American 
public is less eoncerne<l with the size of ^overnnient than with the 
quality of services which the <rove rumen t provides. The only govern - 
merit worker to <ret hi^rli marks from the public was the local trash col- 
lectoi*. because at least people knew whether he was doing his job or 
not. 

What this lucs.sage says to those of us in government is clear: that 
the I'nited States cannot naiddle through this crisis of confidence 
simply by 's-oting bigger budgets and more l>rograms for more special 
groups. At this stage of the game, we cannot buy public snp]>ort witli 
pi'ograms which do not work, which are not nece.ssnry. or M*hich waste 
valuable budget dollai*s. I'iuproductive programs rob American gov- 
ernments of the wherewithal — both in public Support and financial 
resources — to lie responsive to the ex]K*ctntions of the public. In an 
age of scarcity, we cannot squander our resources and opportunities 
with duplicative or second-i)est eti'ort.s. 

The snrest way to restore confidence in government, then, is to 
deliver more eti'ectively on the promises nuide to the American people, 
to he more responsive to their needs, and to promise only that, which 
is possible to achieve. Mucii progress has been made in the jiast few 
year.s in these directions, and we are proud of the initiatives taken by 
the Congress to create a more effective and respojisivc Federal Gov- 
ernment. But public business should not he conducted behind clo.sed 
doors, nor the budget decided i)y closed minds. The dooi-s of the 
Federal Government have been opened to public scrutiny, and the 
books of the P^deral budget have been subjected to more careful 
review. . . 

Although they aiij)ear to address va.stly dirt'erent concerns, smishine 
legislation, impoundment control. free<lom of information and con- 
gre.=:.sjonai i)udget reform all relate to the accountability of American 
political institutions to the people they are suppo.sed to serve. All are 

(vn) 
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attoniDts to lift the cloud of public disencliantnicnt with goveruinent 
and foster n sense of coiilidcuco tliiit govorniuent is doiiifr the ]ob. 

But we need to do more. . , , , . 

In the course of implenienting the new congressional budget p 00- 
ess. for exiiniplc,..\ve have become aware that budget retorni, wliUe 
critifullv important, cannot be an cud unto itself. 

The new budget process has gi\-en Congress the tools for deter- 
mininsi a fiscal policy and budget priorities of the nation m a iiiore 
rationTil fashion than ever before. Although it has been in operation 
for less than two years, that process has had a marked impact both on 
tiie wav in which Congress makes bvjdgct decisions and on the actual 
• decisions themselves. The budget process has inade Congress mucli 
more aware of and responsible for its fiscal actions, and has provided 
a comprehensive framework within which individual program and 
spending decisions can be made. , i . 

--Nevertheless, the lirst experiences nfider the new budget pi oces!. 
Have convinced us that Congress must be sis careful in decichng tlie 
parts of the budget a.s it is in determining the whole. Congress must 
iiave a method for reviewing the utility and ellectiveness of alL pro- 
o-rams. regardless of their antiquity or political status. 
^ Under Current practices, for example, miiny'progranis can continiio 
in operation in spite of tlie budget verdict rendered by Congress bucli 
nro'n'ams have permanent status in law, .so that they need not be re- 
apprai-^^ed pcriodicallv to asccrtaiii Avhethev they merit continuation. 
Fvcn if Congress ad(ipts a budget resolution which a.ssumes that cer- 
tain pro<>-rains will he curtailed, the resolution can be eilcctive only 
to tlie c.\ti-'nt that Congres.s siib.sequently takes legi.slative action to 
renoai or chaii<re laws already on the books. , o ^ 

For this reason, we have joined witlii'iiearjy 50 other benators, in 
,>roposin.r a sunset process for all I'\Hleral programs and agencies. 
S 2. introduced this month in Congress, would requiro the periodic 
termination of all Federal programs, with only a handful ot excep- 
tions, in accord with a statiitorv schedule. Programs would coiitiime 
only if tiiey had been reauthorized by 'bngress, pursuant to a review 
of their elfectivoness and continning n.?efuliiess. 

Tn developing a review proce.-s to accompany tin- sunset^ re(iuirc- 
mout. we in\-ostiirated the dovelopuu-nl oC zero base budget ^yateiiLS 
bv a number of State irovcriimouts. We recogiuxiMl that .suusgt and 
zci-o-base budiretinsi arc distinct approaches. Zero-base Imdgeting 
reialcs primarilv to^e.xecutive branch budget practices, to the manner 
in wiiich agencies prepare their budgets for review by tlie t hiet I'.xccn- 
tive and his budget stalT. Sunset, on the otiier hand, is a legislative 
pror'c'--'--. linked to tlie congressional, role 111 the authorization ot pro- 
'rrams and aireiicies. Snnset and zero-base budgeting are comple- 
mentarv reforms: zero-base bndgotinglilone cannot 'i''^s>\'''-' £^ .S;''"^^^^^^^ 
in luwn.-ces.'^arv to upgrade program performance and ei ectueness. 

To date. State o-overninents have taken the lead in applying zero- 
l,,.-e budgotiuir. fuiicrioniug once iigain as the laboratories of .\mer.- 
.••ui diMUOcracv. The Federal Govornment nin benefit from the e.xpcn- 
cn.'es of tiie States, riovermiient imiiiovemcnt must be a two-na\ 
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strcH't: the Niitioirs Caj^itol ilocs not liaro a monopoly on new uhas 
and solutions. PLrliap.s a do/.iMi States now nsn fuutiin\s oF zcM*o-bns-e 
hndirerin.ii* <hon»Ii llu> iipproarli ililiVi's from State to StaU\ It is 
worth ruvitiwin^^ State i^xperiencos witli .znro-baso bu(l<j:etino* if avq 
tiiv inlcre.stiMl in fM«Iiionine' a version of thai j)rocTSs (liat is a[)[)n)- 
priate for both the scalo and functions of tlui Federal (ioverniucnt. 

President-elect Carter lias indicated tlnit he will introdnee a zero- 
base hndgctinfr system sliortly a fter his inan^rnration. As Governor of 
(u'oriria. \m pioneered in ihv development of the first, and [)()ssii)ly 
the most advanced — zero-base hndgetini^ system in Static <rovennnent. 
Tlie Snhcommitlee on Inlerirovernmenfal delations lias iratliered into 
tins volume various j)nblislied and unpublished nudcrials on zero- 
base budirutinir. We Iio[)i» tliat this compilation will rontriluiti; to an 
informed and productive implementation of zero-base budi^etiug by 
the eX(MMit i ve lirancli. 

Thv sub(X)nimittee owes a del)t of ,ij^ratitude to Dr. Allen Schick 
and l^olK'rt Keitli of the Coni^ressional Research Service for their 
work in tlie compilation of tliis Vf)lume. We owe j)articular tluinks 
to Dr. Schick wlio lias counseled the subcommittee in the development 
of the Sunset i)ill. 
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Article from National Business - 
January 1^77/ 



Jimmy Carter 
Tells Why 
He Will Use 

Zero" 
Base 
Budgeting 

BY PRESIDENT-ELECT JIMMY CARTER 



WHEN X BECAME govemor of Georgia In 1970, 
ond of my firat Jobe was to finalize the budget 
for the coming year. The departmental funding re* 
queeta emounted to more than half again aB much 
money aa would be available. No one had made any 
attempt to arrange the requesta in any sort of 
priority. 

I saw the need for a budgeting technique in 
Georgia which I now aee aa needed for the federal 
government. 

That technique ia zero^basa budgeting. 

Immediately after my inauguration, I will sequire 
tero-baBe budgeting for all federal departments, 
bureaus, and baarda by executive order. 

Zero>bace b'adgeting ia well-known to many buai^ 
nesa people [aee "One WaV to Eraae Needleee Gov- 
ernment Programe," Nation's Business, Novem* 
ber, 1976]. Some 300 buaineeses and a dozen state 
govemmenta are now utilizing the concept. How- 
ever, allow mo to define it for you. 

Back to tho b«g^ia2iliig 

In contrast to the traditional budgeting approach 
of incrementing the new on the old, zero* base bud- 
geting demands a total rejustification of everything 
from zero. It means chopping up the organization 
into individual functions and analyzing each an> 
24 



nually, regardless of whether it is 50 years old or a 
brand-new proposal for a future program. 

The budget Is brokeu into units called decision 
packages, prepared by managers at oach leveL 
Theee packages cover every existing or proposed 
activity of each department. They include analyses 
of purposes, costs, measures of performance, and 
beiwfits, altemative courses of action, and conse- 
quencea of disapprovaL — 

Packages ore also ranked in order of priority. 
After several discuesiona between department heads 
and the chief executive, the rankings are finalized, 
and packages up to the level of affordabUity are 
approved and funded. In the caae of the federal 
government, oi' course, final approval would be up 
to Congress. 

Zero-base budgeting has bad a rather long gesta- 
tion period and a brief infancy. It draws on a num- 
ber of innovative techniques developed in the early 
I960*a in systems analysis, problem-solving^ cost* 
benefit analysis, and program management. Budget- 
ing applications of these disciplines were being 
developed and employed in various staff functions 
at several major companies. 

Since then, dozens of public and private orr'^niza- 
tions liave appltefl the technique, and tiie roster of 
its disciples has continued to grow. Each has shared 

NATION'S BUSINESS - JANUARY 1977 
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a neeU to plan and all(x:ate rewurces more ration- 
ally. 

Ab the new governor of Georgia, I quickly moved 
to implement zero-toso budgeting by executive 
order. Major bcnefilp i'or the taxpayer resulted. For 
example: 

• Proviouaiy, every major department had its 
own computer system. Through zerO'base budget- 
ing, we created one central computer system. 

• We merged 43 print shops into one. 

• Georgia patrobnen — expensively trained, uni* 
formed, and provided individually with automo* 
biles-^fton vrere assigned to administrative chores 
or r^dio dispatching. Through zero 'base budgeting, 
w« moved almost 100 of there troopers out to patrol 
the highwa>ns and replaced them with handicapped 
Georgians trained by vocational rehabilitation. The 
many bcneHts are obvious. 

Bl({ TO^uotlon In ooata 

I'heso and other achievements resulted in a 50 
percent reduction in admintscrative costs. I soo no 
reason why benefits of the same magnitude can't bo 
captured in thf* federal government. 

There was, of course, intense opposition to zero- 
base budgeting from bureaucrats who thrived on 
confusion, from special interests that preferred to 

NATION'S BUSINESS • JANUARY 1«77 



work in the dark, and from a few legislative leaders 
who did not want to see their 6efdoms endangered. 
But with forceful leadership and persuasiveness by 
our key men, the new approach was widely accept- 
ed. That acceptance was accompanied by gratitude 
that the staters resources were being allocated" 
openly, decently, and free of political intrigue. 

No Inatant tnlraolas 

I don't want to mislead you and leave the iro> 
pression that implementing zero'base budgeting 
will croato llistant miracles in the federal govern- 
ment. In Georgia, its impact during my incumbency 
was qnite subtle, but nevertheless real^ in making 
basic 'changes in our government's operation. No 
doubt it will continue to generate improvements in 
the years ahead. • * 

Many seasoned executives have raised specific 
and sometimes well*intentioned concerns about 
zero«base budgeting. Hero are some of the most 
frequent ones and how I and others have handled 
them. 

1. Zero-biase budgeting is threatening. There/ore, 
budget aubmisaiona will be less than candid. This 
challenge is not unique to zero*base budgeting. I 
know of few managers who enjoy completely open 

26 
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nnd frnnk dimiufwioiiit (liirlnt^ the budgnt cycle. He- 
luctant pnrticipnnts should l)0 npproachcd with u 
dirtlogUQ that focuscM on wlint the procoftH can do Tor 
ihcni rulhcr thnn to them. For unlike trndltioiml 
approaches, zero'bnsu budROtint; ofron) tliein u ^vnu- 
hie opportunity to incrcnse their resourccw where 
they can'demonatrnte greater erTcctiveneHs or nood. 

2. Administration and communirationa become 
more complicated as more people become involved. In 
its rormativQ years, this concern was probably valid. 
It is less ao now tlint procedurcfl and Tonns liavo 
been refined and tested, and a r'.ibstantini number 
or planning executives have gained experience in the 
technique. But in n more fundamental sense, I have 
found that th* best ideas for improvement have 
often come frnru the rank and file who know their 
operations intimately and are seriously committed 
to improving them. Zero*bnse budgeting can provide 
these people a channel of communications for thcii 
day in court, notwitlutanding administrative diffi* 
culties. The trade-off is worth it. 

3. Zero'base budgeting requires more time. That 
may be true during the learning process, but my 
own experience suggcsta that, after a year or so, the 
time required for budgeting ia substantially lessened, 
often by as much as a third. More importantly, the 
quality of budget requests improves dramatically. 

( 4. Zero'base budgeting forces decision'making. 

Forcing ded8ion*making is one of zerO'base budget* 
ing'a greatest strengths and an obviously healthy 
one for a government or other organization that 
UBcfl the technique. But since forced decision* making 
can be a bitter pill at time^, a carefully . devised 
implementation plan, worked out well in advance 
and rigorously adhered to, can minimize this risk. 
In Georgia, we further minimized this risk by 
amending the state constitution to permit payment 
of incentive awards amounting to up to ten percent 
of first^year savings. These payments were to reward 
those employees who made cost'Saving suggestions, 

5. Large volumes of decision packages place an un* 
manageable burden on the budget *taff. In Georgia, 
we managed this problem with a computer routine. 
Each decision package was assigned a code number 

■ to describe the kind of service being delivered, thus 

. enabling us to detect duplication automatically. 
Among other things, this allowed us to identify 
seven agendee responsible for the education of deaf 
children and 22 responsible for the utilization of 
water resources. Even if we could claim no beneSts 
from zero-base budgeting in the first year (which 
we could \, the technique provided us with a massive 
data base that wa8 a critical information source for 
a major reorganization. 
26 



From uiy ex|)oriente in KU^^'J"'; pli^'^S.^'^.^ U^^, 
exiKJrIunces of cornorations »" j-jioso t » ti 
number of rlenr ctit Ixittofitu ^"'",1 '* 
base budKutlng effort enn \^ ^ o„ ^^Hu 

ilicludo: (,4:'^o,V^^^m 
• KocuHing the inanuRemf '"i.fif ,l h,.^^n^Nl!4 
id dociHion.mnking rather thnnB^'^jn^ "^W jX*^ 



and dccimon'mnking rather tn""j" 
"in other words, the what. ^''^^ 
as well as hew imich. 



well as hew imich. u^P ^ 

• Combining planning, ^^^^^f^'^UyX 
tlonal decision-making into ""^^ jri ^'jncliJS 

• Forcing managers to eviih'o^'Uit; d!^^}^ >t- 
.^elTectlveness of tlieir operations- * iiv J^'^-K '^5* 

^xific programs —both new and 

cleariy identified rather thai> V^. 
. PfoWdi:.g a system to tr«He t^^^^a>^^.. 

term 'and short-term needs <^"*^! '^^^d V.r 
— II _ r-M_ tool ^ 



period, as well as a fnIlow*up 



formance during the year. JiU''*'^'** tiv 

• Allowing for quick bud«et a^^^^j^^ ^ V^. 
source shifts during the ^fe^* irO'^Cnali^O^n 
revenue falls short. In bo doing. ^\ tfiKtr.^ t^cKe 
ofTerB the capabUity to quicklV ^^ l^t*^ Sj-Hu 
fy goals and expectations to coTwi 

and affordable plan of operflt**^* rt/<''!it;r.^^fe^ 

.Identifying simUar functio"* ^^ij^^^^^^ ^^^^ 
departments for comoarison . in 

• And moat imporUnt to Z^^^i^TO^ 
management participation a^d .^^^ " ^> 
ning, budgeting, and decision-"^'*'' 

A iie«id at th« top ' " 

Zero-base budgeting ^tocfi^"^ 
best toola for ensuring con*»l*"' ^*ier»u^^t 
staff programs, new aa well ° V.?lin&*^^ » ^ 
wiU work unless thoeo at the /»^^inJ ^ 



workings of a large bureaucracy* rj^ 5 '^^J^ 
long hours to find out what i« T Jo^Jed j ^io^^ 
have the political courage to ^ f^B^'^eA' \ 

The best creative energies 
out a zero-base budget. Nothing ^p^' ^^O^ti 
innovative techniaues must ^^c'^^^pfft 
and compared to traditional »PP'%^ , * 

However, zero-base budg«*'"* , 
value. A^^'^^A 

In the private sector, rt^^^!^6'*J2^^^ 
ataff efforts never paid a A^^'^^^O^^^^'^^ ^ ^ 
meaningful, rewarding job '©r ^. 
ployee; launched a successfid ^^!^o^ % 
tion on time: or satisfied a dern^nfl ^ji^y * 

Similarly, in the public ^ecto"". jfiP^sh^ . 
hercnt conflict between carefoJ ^ "^J^^^^^^iM- 
geting, and constant manage"'^' cO^aUy^l^^ t?^ 
the one hand, and compassionate V^^\,id!D^ iw *>^ 
deprived and afflicted on the other. ^ ^ ^ ^^^^ 
ficiency never fed a hungry childvj ^ 
for a willing worker, or edu"* 
student. /A^^H 
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ZERO BASE BUDGETING IN THE STATES 
FOREWORD 

The National Association of State Budget Officers (NASBO), in 
cooperation with the Congressional Research Service (CRS), has undertaken 
a survey of zero base budgeting practices in state governments. NASBO 
sent a brief questionnaire to all state budget officers in Kay 1976 and 
responses were received from 41 states and the District of Co1uiii)ia. 
(A copy of the questionnaire is appended to this report.) CRS agreed to 
analyze the responses and to prepare a report for distribution to NASBO 
members and interested ment>ers and cotmittees of Congress. This report 
is based on the survey returns and is supplemented with a review of docu- 
mentary material concerning ZBB in about a dozen states. A prefatorial 
ccinnentary by NASBO is also included. 

Many thanks are due to the menters of the NASBO Systems, Techniques 
and Data Conrtlttee, under the chairmanship of Leonard 0, Schaeffer of 
Illinois, wtio authorized this cooperative study and assisted In develop- 
ing the survey and to Dr, George A. BeU, Executive Director of KASBO, who 
provided expert assistance at all stages of this project. We also greatly 
appreciate the cooperation of the budget officers who responded to the 
questionnaire and sent supporting materials. 
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PREFATORY COMMENT 



Zero base budgeting is a concept which has recently captured 
considerable attention In fiscal and legislative circles. It Is 
attractive to business and government alike. The term undoubtedly 
has an appeal to the public far surpassing that of other budget and 
management terms such as planning, progra-mlng, or management by 
objectives. "Zero base" Is easy to picture. To the ever suffering 
taxpayer the Idea of starting from nothing lends fuel to the fervent 
hope that governmental expenditures can be cut. *. 

ZBB has been around for several years. However, Its increasing 
attraction to governmental executives and legislators In the past two 
years can be attributed to at least two factors. One was the fiscal 
crisis in many state and local governments resulting from the Impact 
of the sharp recession of 1974-75. Any recession causes retrenchment 
at the state-local level, but this recession in addition triggered 
a threat of debt payment default by New York City and State. This 
led many leaders to stress more than before that government resources 
are limited, that we cannot afford to promulgate and expand all de- 
sirable programs, and that choices have to be made. ZBB was seen as 
a way to accomplish this choice-making. 

Another factor was the catapulting into the national political 
scene of a former Governor of Georgia, who as a candidate for 
President announced the intention of utilizing zero base budgeting 
in the federal budget process. The Georgia ZBB system. Installed 
in 1971 during the Governor's first year in office, has been instUu- 
tionalized with periodic revisions as the basic budget system of 
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the state. The national attention now brought to the concept promlses^ 
to result In further Installations of ZBB or variations of it. 

Like most other public administration terms, 'ZBB does not 
have a cotrmonly accepted definition. The popularity of the term 
causes its use In many ways. Others use ZBB approaches without 
calling them such. The authors of this report have done an admirable 
Job of sorting out the state responses and reviewing budget manuals 
to draw up a classification they felt was most accurate. State re* 
spondents have accepted this classification, even though in a few 
cases it meant transforming "yes" answers to "no," or vice versa. 

The problem of classification occurs, because of the catchiness 
of the term. For purposes of this report, a ZBB system includes 
more than the intent to analyze programs from the ground up; it 
also includes certain trappings such as dividing agency activities 
into "decision packages" and "priority rankings." The trappings, 
however, can obscure accomplishment (the "triumph of technique 
over purpose"). Good program analysis in any budget system will 
ask what happens if the program were reduced in size or abolished, 
no matter what the name of the system. 

The spread in state government of ZBB or its variations is 
another indication of the continual search for Improved budgetary 
procedures. ZBB is the current fashion, although two processes 
related to (tndsomotimes tied to budget ing--Kandgement by Objectives 
(V30) dnrl evaluation of program ef fectivenes5--arc in strong con- 
tention. Past novrripnls--proqrdm budgeting, performance budgeting. 



ii 




8 



planning.program and budgeting systems (PPBS), have come, made their 
mark, and have retreated to the rear of the stage. 

Note; however, that they are still on the stage. New approaches 
to improved budget analysis and decision-making have usually been 
heralded with fanfare, resulted In redesign of forms and instructions, 
and frequently choked in an entanglement of paperwork. Surviving this 
collapse ariB those elements of the new approach which prove to be most 
useful in the long run. Thus the current emphasis on sound analysis 
and program effectiveness evaluation has grown at least in part from 
PPBS. By the same token, ZBB sometimes starts too ambitiously* and 
survives in more modest form as the strong elements of the system are 
adapted to politiciil, fiscal and manpower realities. 

Indeed, this transformation is already underway; for instance; 
some states apply the technique not to zero but to everything above 
SO or 90 percent. In addition, states already utilizing sophisticated 
techniques of budget analysis are adapting some aspects of ZBB to 
augment their present systems. And nobody really goes to zero on 
everything. All states have sacrosanct special funds, programs or 
agencies having constitutional protection against which the zero 
approach would be a waste of time. Furthermore, programs such as 
state aid to local governments and public schools are funded according 
to statutory formulas and are not usually susceptive to the zero 
approach. Many of these limitations on "f^iire"' jSB are recognized and 
noted in this report. 

- iii - 
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We can expect, then, that the states In applying ZBB concepts 
to their budget systems will sooner or later institutionalize the 
most usable segments of th^s approach*, integrating them with the 
strong features of their current systems. In this manner ZBB will 
be added to the many approaches to budgeting and management which 
have been developed iit the past and will be developed in the future 
In the continuing quest for greater rationality in and understanding 
of the budget process. 



George A. Bell 
Executive Dirpctor 
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INTRODUCTION 



The min purpose of this report Is to assess the extent to 
which ZBB practices have been applied In the states, not to appraise 
either the worthwhlleness of these practices or their Impacts on 
budgetary outcomes. The limited datn contained In the survey do 
not permit this analysis to go beyond the formal procedures of 
budgeting. On-the-scene observations of budgetary practices would 
be required before an evalautlon can be conducted of Z3B's effective- 
ness. Yet there Is some value In merely recording state- by- state 
use of ZBB procedures. Although there has been much talk about 
ZBB in recent years, no one seems to be sure whether it has spread 
to more than a handful of states. 

A second purpose Is to provide background information for 
Congress In Its consideration of legislation to Introduce ZBB-type 
practices In the federal government. During the 94th Congress, 
considerable attention has been given to various forms of sunset 
and 288 legislation. Congress can benefit from an awareness of 
state innovations in this area. 
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ZBB is an attempt to come to grips with limitations on state re- 
sources. As explained by Neu Jersey State Treasurer Richard C, Leone, 
In testimony on why his State has turned to zero base budgeting, 

the question is how can we deal with the Increasing costs 
of government programs, given the limits on available 
resources... I think we are, at least for the present, 
approaching the limits of the public's will to see a 
larger and larger share of national Income spent in the 
public sector. 

It seems clear that at all levels of government 
current budgeting procedures have done little to help i, 
decision makers deal with the sources of these problems.-' 

Criteria for Zero Base Budgeting Practices 
A number of difficulties complicate any attempt to determine 
the extent to which ZBB practices are applied in the states. For 
one thing, every budget process has the potential for reviewing all 
programs from point zero ~ not just increnental requests — even 
when no special ZBB techninues are used. Fron tine to time, every 
state has revised some of its programs fror top to bottom as part 
of its regular budget, process. Thus, one budget director argues In 
his response that because "any total rev1e\> of a budget is for the pre- 
cise purpose of revieviing levels, needs, ar.'i program effectiveness of all 
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programs," his State has a ZBB system even though 1t doesn't have 
specific ZBB methods. 

Without disputing the merits of this position, it seems appropriate 
for purposes of this study to reserve the designation of ZBB to special 
budget practices and to exclude general budget procedures from its scope. 
This approach enables us to identify the states which have devised 
specific ZBB methods to replace or supplement regular budget review 
procedures. 

A second problem is that a few states have announced their Intention 
to zero base their budgets but they have not followed up with any con- 
crete changes in their budget practices. Where this is the case, the 
objective might be to stir agencies to conduct a more thorough review 
of their existing programs than night be routinely undertaken. But 
despite the strategic value of embracing the ZBB label, the definition 
applied in this report requires that the intent be realized through 
specific ZBB practices. 

A third difficulty derives from the fact that some states have 
formed tneir views about ZBB from a famous artVcle^written by Aaron 
Uildavsky and Arthur Harrmann almost a dozen years ago.i/ The two authors 
described and rated as a failure an attempt by the U.S. Department of 
Agriculture to zero base its budget for the 1964 fiscal year. But 
whatever the conceptual affinities of the earlier and the present efforts, 
they share few practical similarities. The Department of Agriculture 
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did not apply any special tec^niqtjes;and though a great deal of additional 
effort was expended in behalf of ZBB, none of the distinctive methods 
associated with current ZBB activities were pFesent, 

A fourth complication Is that a literal, across-the-board zero 
base review of all state programs simply Is not possible in an annual 
or biennial budget cycle. Even whe| a state establishes a comprehensive 
ZBB system, decision makers are likely to concentrate on only a small 
number of Issues and programs. Thus In Georgia, according to Peter 
Pyhrr, the Governor "concentrated his time on reviewing policy questions, 
major Increases and decreases in existing programs, new programs and 
capital expenditures, and a few packages and rankings where there appeared 

3/ 

to be problems. - This selective attention Is necessary because Georgia 
had approximately 10,000 decision packages. Yet by any reasonable 
standard* Georgia and other states have viable ZBB systems even though 
they do not always conform to the literal criterion. 

Finally, ZBB methods vary among the states that have applied It, 
so that there is not a common core of practices which all ZBB states 
share. Perhaps all use some form of priority ranking of budget requests, 
but some use decision packages while others do not. Some divide their 
budgets into incremental units while others merely have methods for 
examining the requests at below the base. The definition of ZBB used 
in the questionnaire referred to "a priority ranking of all programs 
and activities in successively increasing levels of performance atid 
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funding, starting from zero." However, in this report, any systematic 
analysis at below the base is regarded as a^'ZBB application if it is 
combined with priority rankings. 

ZBB Applications in the States 
Table.!, which sunmarizes the basic responses from 41 states, iden- 
tifies eleven states which, on the basis of their responses and a review 
of avaiilable documents, appear to utilize ZBB in their budget practices. 
"This is the minimum number of states that qualify under the standards 
applied in this report. With more extensive documentation or closer 
observation, other states might be added to the list. The State of 
Illinois is included on the list even though it responded negatively in 
the questionnaire because its budget instructions show a substantial ca»- 
mitment to ZBB techniques. A description of ZBB in each of the eleven 
states is presented in later sections of this report. 

However, the list does not include six states (Connecticut, Kansas 
Maryland, Nebraska, Pennsylvania, and South Dakota) which responded 
affirmcitively to one or more of the questions on whether they are using 
ZBB. (These are questions la, lb, and Ic.) A number of these states 
make iextensive use of program or performance budgeting which have sob« 
objectives in cannon with ZBB but ought to be distinguished from It. The 
State of Washington responded negatively and is not included even though 
the Governor recently instructed all agencies to justify existing programs 
as thoroughly and in the same manner as new ones and to rank all programs 
in priority order. If these gubernatorial instructions are incorporated 
in the budget process, the State of Washington will be among the ZBB states. 
Louisiana is likewise not included, although after its response was sent 
in the State enacted legislation requiring ZBB. 

5 
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TABLE 1* 
ZBB SYSTEMS Ifl STATES 



Zero-base budqet1n(| : a system by which state 
programs and activities are organized and budget- 
ed in a detailed plan which focuses review, evalua- 
tion and analysiSvon aVV proposed expenditures 
rather than on increases above current expenditure 
levels. The purpose is to determine whether each 
activity warrants continuation at its current level 
or a different level, or should be terminated. 
This focus requires a priority ranking of all 
programs and activities in successively increasing 
levels of performance and funding, starting from 
zero. 



State 
Alaska 

Arizona 
Arkansas 

California 
Connecticut** 

Delaware 

District of Columbia 
Florida 



State has this 
or alternative 
ZBB system 

No 



No 



Yes 

Yes 
No 

Uo 
Uo 

No 



Consents 

Considered ZBB in 1972. but decided on 
other budget methods instead. 

Budget Director feels that evaluation 
methods and other improvements must<i 
precede ZBB. 

^ new'Priority Budgeting System for 
base level requests at 90S of current 
level, and priority ranking of other 
request^'. 

Selective use of ZBB in combination with 
other methods for analysis of budgets 
at below the base level. 

Governor*s 1972 letter to State agencies 
calls for ZBB as part of the overall 
budget process, but no formal system 
has been introduced. 



ZBB is being pilot tested in the largest 
agency. 
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state 
Georgia 



Hawaii 
Idaho 

minois* 



State has this 
or alternative 
ZBB system 

Yes 

NO 

Yes 

Yes 



Indiana 
Iowa 

Kansas** 
Kentucky 
Louisiana 

Haine 

\laryland** 

Minnesota 

Mississippi 

Kissourl 



No 
No 

No 
No 
No 



No 



No 



Conroents 

Comprehensive ZBB system with decision 
packages for minlmun and base levels, 
workload increaseSv and program ex- 
pansions. Priority rankings and per- 
formance data. 

A comprehensive PPB system, prescribed 
by State law, is In operation. 

Selective use of ZBB In 5-2oi of programs 
plus priority ranking by decision units 
of all programs. 

Time constraint of annual budget cycle 
doi's not permit a total zero base effort 
each y^ar. Budget submissions are done In 
program packages amounting to 90% of last 
years' base, programs at the margin between 
gox and lOOX of base, and those desired 
programs which wotfld be funded only If 
appropriations exceed the base. 

Considered and rejected ZBB. 

Is considering ZBB and alternative Innova- 
tions for 1977-79 budget. 

Reviews all spending as part of the regular 
budget process. 



Act 146 of 1976 signed July 16, 1976 
mandates ZBB. 



A modified system will be used in the next 
budget cycle. 

Reviews each program as part of the regular 
budget process. Annual budget Instructions 
coinnence with the policy that "the budgetary 
No /no comnentZ base for the justification of estimated flnanc- 
" lal requirements Is zero ." 

No 



Yes 



Comprehensive program budget with extensive 
use of program and performance measures, 
proposed increases above base are priority 
ranked . 
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state 
Montana 

Nebraska** 

•Nevada 
New jersey 

New Mexico 
North Carolina 

North Dakota 
Ohio 

OkUhona . 
Pennsyl vania** 

Rhode Island 

South Carolina 



State has this 
or alternative 
ZBB system 

Yes 
No 

No 
Yes 

No 
No 

No 

No 

No 
No 

Yes 

No 



Consents 

Pilot itesting ZBB in 8 program's* 
new Priority Budgeting Systc^^' 

Budget forms distinguish between j;, an^j 
continue programs, workload cnan^' 
new or expanded programs. 

^^^^ 

Comprehensive ZBB system slnce/lf^tJjg^'^t^J 
for priority ranking at vafio"^ le ^ ^ 
levels, with extensive perfo»^" 
supplied for each priority level- 

Legislative Finance Coimtittee aPP.^^ ^^n^^ 
in 1971-73, but it has not ^ 
then , 

Planning-budgeting system fo^use^ iO 
program data and requires ag^^^H 
make separate submissions for " 
program level and changes. ^et| 

•Legislative budget cofmittee conS^*^ 
and rejected ZBB. 

ZBB explored, but its use is 
tempi ated in the near future. 

Has a comprehensive program 

budget,^,^?«t,^ 

system with zero-base analysis °^ 
programs . 

Zero-base justification and P^^^^'lJ^^^'^^ 
rankings supplement the State s ev 
program budgeting system. 

Exploring some form of ZBB '^^^ 
79 fiscal year. 
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state 

South Dakota** 

Tennessee 
Texas 

Vermont 
Virginia 

Washington 

Wisconsin 
Wyoming 



State has this 
or alternative 
ZBB system 

No 



Yes 



Yes 



No 
No 



No 



No 



No 



Comments 

State performance budgeting system 
provides for specific performance 
criteria and measurements at all 
levels of management responsibility. 

New program budget system with 
priority ranking of requests and 
performance data. 

Comprehensive ZBB with activity 
priorities ranked by program managers 
and program priorities ranked by agency 
administrators. Activity and agency 
requests are presented at various 
levels. 



New law requires program and evalua- 
tion data and separate Identification 
of costs for current level, workload 
•Increases* and new services. 

In Hay 1976, the Governor directed 
state agencies to review existing 
programs as thoroughly as new ones 
and to priority rank their budget 
proposals. But formal Instructions 
have not yet been Issued. 

Legislative Audit Bureau will recannend 
3-5 year cycle for zero-base review 
on a staggered basis. 

New method for consideration of 
standard, exception, and expansion 
levels. 



* This table excludes nine states which did not respond to the questionnaire. 
** The responses of these states were adjusted to maintain consistency of 
definition. 
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Table 2 shows the extent to which ZBB practices are employed in 
the eleven states. Host of these states apply ZBB to all agencies, but 
Arkansas does not use it for elective officers and the Highway Department. 
California sdectively applies ZBB to targets of opportunity, Idaho intends 
to ZBB all program* over a 5-year cycle, and Montana is pilot testing ZBB 
in eight programs. About half of the ZBB state use it as their regular 
system for budget preparation, but several use it to supplement their pre- 
existing program budgeting systems or as an additional source of budgetary 
data. It should be recognized that funds for some programs such as state 
aid to schools and municipalities are based on statutory formulas, and may 
not be suitable for zero base treatment In the budget. 

As applied in most of these states, zero base budgeting Is a two 
step prarA5:V*for justifying and reviewlni^ programs from the ground up 
(or from some point beJow the current service level). The first step 
is thif disaggregation of all state activities Into "decision packages"; 
the second is the ranking of these packages in order of priority. De- 
cision packages usu<illy are identified at the lowest level of the or- 
cjamzjtinn (such as .i cat center) capable of formulating a budget request. 
Lach derisiun pdckdtjp represents one of a number of alternative levels 
of cnst dnd service* for dn activity; sometime*; ir also represents one 
of a nijiiJicr of w.iys of nerfurniiini n ijiveri iictivity. Cach decision 
p.ick.inr tlur. cm Ik* I»nth .in inrrciiionMl budget retiucr.t nnd dn alternative 
tn dnnllicr ttiiiliift rci|iic-.i . 

Ilct Kiiin pj(k,i,|fs .in- in qrnrr.il um* in all but three nf the Zim states. 
In twt) nl thr fXLfpi hin% (T.. I, t...-n i.i .im) Kliddc kl.ind) zero b.ise budgeting 
•.M|Hi1r««'«l-. Ilii- iv.hiIhi iMKl.irl luiHi'S!.. ,1 use for which dt-rision package*; 
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TMIX 2 * . 
ZBB PRACTICES IN mm STATES 



CoBponenti of 111 Systti! 

, IncreaentBl per- DUtinctloDSt 

forbodget source of forliudBet profiraw Pedilon centanea or »ia«s continuing/ 
tequeita, data preientation ZBB rcvlcved** packawa of exptiidltttre exp^J^/netf 



Om of ZBB SyatcBt 
Kalnjyitev Additional fialn fonut Portion of 



Arliansa) 

rAllfornla 
Georgia 

Idalio 

Illinois 

Hlssourl 



Montana For Pilot Crp, 
k'ev Jersey X 
Rhode Island 
Tenneanec X 
Texas I 



M 

SOM 

All 

Sose 



AU 

For Pilot Grp. Pilot Group 
All 
AU 

X All 



X 
X 

SlsUar 

X 

X 



X 

X 



X 
X 

X- 

X 



X 
X 



X 
X 

X 

X 



■ Q 



* Tills table includes only those states vhlcb eoncntly mploya III syttts consistent vith the diflnltioii 
provided by this study snd li bssid upon both qusstioDulri rupoosu and i suns? of doctnents 
Possible responses include: all, most, sooe, pilot group, and none. Illinois did not anstfer this question, 
In Rhode Island, decision packages on requests tor expaiming prvgrdtukur developing m programs are prepared 
b) central budget staff for c'onsitferation'aiid'detenniutton I*y tV(iCvernor; 
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may not be suitable; however, Rhode Island uses them for expanded or 
new programs. In the third state (Tennessee) the ZBB forms coexist' 
with traditional 1 ine-item budget methods. Illinois does not formally 
use decision packages, but its budget process has a similar effect. 

Where the decision packages are based on alternative levels of 
effort, there Isno uniformity as to the levels required for budget 
submission. Several states require that the first decision package 
for an activity be the minimum level at which it remains viable tc 
continue the activity. This procedure is used in Georgia and Texas, 
two states with possibly the most developed ZBB systems. In a numher 
of other states, the first decision package might be set at no higher 
than scwe percentage of the current funding, level. New Jersey sets 
this lowest level at 50 percent, Montana uses an 80 percent decision 
package;Jllinois sets 90 percent of the current level as the first 
decision level. New Jersey's ZBB process calls for an identification 
of the qualitative and quantitative effects of a zero funding level, 
and this may be the closest that any state comes to pure zero base 
budgeting. In virtually every ZBB state, the decision packages must 
separately identify costs and levels of effort above the current funding 
(or service, in some cases) level. 

Priority rank^'ngs are the most pervasive ZBB element; only California, 
which applies ZBB selectively, does not engage in ranking of priorities. 
In a number of states, the decision packages are ranked at progressively 
higher levels of ac^gregation, beginning with the activity manager who 
ranks only the alternatives to the activity he administers, up-through 
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the department head who must determine the priority for all activity 
levels within his agency. A favorite technique is to specify the cumu- 
lative costs (and in a few states, the cumulative levels of performance) . 
of each lower ranking priority. In this way. decision makors can evaluate 
the alternative decision packages that can be -purchased" at different 
funding levels. 

In practice, zero base budgeting Is more a form of marginal analysis 
than a requirement that the budget be built up from scratch each year 
or two. It Is a device for shifting the bulk of budget preparation from 
Increments above the budget base to decrements below the base. The terra 
"zero base" Is somewhat misleading, but as long as Its actual Intent Is 
properly understood, ZBB can be judged on its own merits. 

Experiences In the ZBB States 
As part of the survey, the states were asked to evaluate their 
experiences with ZBB and to describe any changes made In the original 
design. The responses of a number of states are racorded in Table 3. 

Host of the ZBB states express satisfaction with their systems, 
though a few note some problems. California reports favorable experience 
(after earlier negative reactions) "with an increasing understanding 
of this technique as an analytical tool." Georgia retains its enthusiasm 
for ZBB, noting that "a search for a better way has not provided a system 
we could change to." Rhode Island discerns concrete Impacts of ZBB on 
budget decisions, priorities, and program efficiency while Tennessee 
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TABLE 3. 



(A) EVALUATE YOUR PAST EXPERIENCE WITH ZERO-BASE BUDGETING 

(B) DESCRIBE CHANGES MADE IN THE ORIGINAL DESIGN 



STATE RESPONSES 

California (A) In the earlier phases, the departments reacted 

to the negative connotations of zero-based budget- 
ing. The tool is now being used to restructure 
and redirect program efforts and in some instances 
to Increase fiscal support. Generally, our ex- 
perience has been favorable, with an increasing 
understanding of this technique as an analytical 
tool. 

Connecticut* (A) Zero review has resulted in budget elimination 
of small programs which end up being retained 
because of "public appeal". Direct savings have 
been minimal but the process has "shaken up" 
agencies and reduced overall requests. 



Georgia (A) Georgia is beginning its 6th year of ZBB. We 

find that no other system provides us with the 
(1) detailed priorities of the entire operations 
of an agency, (2) visibility of day to day opera- 
tions, (3) goal congruence, (4) interest in budget 
development, or (5) vehicle for clear expression of 
performance data that ZBB does. Dur experience Is 
such that a search for a bttter way has not provided 
a system we could change to^ 

(B) The original system required alternative ways to 
perform a function as well as incremental levels. 
Dur current system does not require alternative 
ways but does still require incremental levels 
fror 0 to total request. 



Idaho (A) For approximately 75' of the budgets zero-based 

during the last fiscal year, the results were un- 
satisfactory. State agencies had an inadequate 
understanding of the process and did not competently, 
comply with our zero-base requirements. This was 
probahly due to the lack of sufficient time for 
training and technical assistance on the part of 
the central nudqet staff. In ^5Z the. results were . 
useful prinarily because of the internal priority 
This t.iMi- incliidr^; rrspon^os ..f somr ^it.itcG noted with an asterisk (*) which 
h.ivc hid rolatrd nrocrdiirps not < l.u'.if icd as 7RR in Table 1. 
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(B) 



setting required at the program level, even 
though there was no substantial difference In 
the resultant budget amount for the program. 
In lOX of the cases, the zero-base review re- 
sulted in a substantial and significantly dif- 
ferent approach to the operation of the program 
and reduced, the required budget. 

None have been defined yet; however, we are con- 
sidering ways of Improving the distinction between 
alternative approaches to carrying out a particular 
program and alternative levels of ef fectiveness in 
carrying that program out on any given approach. 



Montana 
Nebraska* 



(A) System being implemented this year. 

The detailed program budgeting system has been 

(A) quite successful. The detailed information 
provided by the system allows decisions at the 
lowest level— some subprograms have one person 
only for example. All entities must be examined 
and approved before they are added to the program 
totals for inclusion in the reconmended budget. 
Legislature and Governor use same documents. 

(B) With very minor changes, the basic format has 
stood unchanged for nearly 10 years ^ 



New Jersey 



(A) Our experience with zero-based budgeting, like 
any other technique, has been mixed. When you 
apply it across the board to all budgeting functions, 
anomalies are produced. Problems have been en- 
countered in the following areas: Agency and 
staff resistance to the system, lack of understand- 
ing of the basic concepts, and quality of some of 
the information submitted. On the positive side, 
the process has aided decisionmakers in evaluating 
.and comparing competing demands and thus helps to 
make choices. ZBB provided the information necessary 
to make a determination as to whether funding at ' 
a current, increased, or a lower level is justified 
by the benefits to be realized or lost by a particular 
funding level- We are beginning the third year of ZBB. 
Steps have been taken to overcome the problems noted. 
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Pennsylvania* 



Rhode Island 



South Dakota^ 



(A) The Pennsylvania program budgeting system has 
been successful in shifting the focus of budget 
decision making from program Inputs^i.e. personnel 
and other objects of expenditure, to program 
accomplishments, I.e. effects on people or the 
environment. It is proving itself to be a useful 
decision making tool. 

(B) The original design included the presentation of the 
Governor's budget on a cross agency program basis. 
In order to hold agencies more responsible for thei^ 
programs and to provide the legislature with a 
document more easily compared to prior years, the 
Governor's budget is now presented in detail on an 
agency program basis as are the agency requests 

to the budget office along with a Couinonweal th 
cross agency program summary. 



(A) While we have yet to reach* the point where we 
would like to be, the experience to date must be 
rated as favorable. This approach has been at 
least partially responsible for (a) the elimina- 
tion of 1300 positions from the state roster; 
(b) maintaining the reduced employment level 
during the past IB months; and (c) allowing for 
the reallocation of funds from institutional to 
community programs (the shifting of priorities 
within the existing ref:^urces). 

(B) We are now In the process of changing Jhe format, 
but the concept remains unchanged. 



(A) In implementing our performance budgeting system we 
were as concerned with the effects on total manage- 
ment process as much as the impact In terms of 
appropriations--so far the experience has been good- 
we are achieving sorre of the HBO type effects we 
desired. 
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Tennessee (A) Tennessee applied the principles of ZBB to Its 

budget system the past fiscal year. Our system, 
although implemented in a short period of time, 
was fairly successful In developing alternatives 
to the traditional incremental approach. Better 
understanding of the system Is needed. 

(B) Tennessee maintained control of the package de- 
cisions at the program level. There was con- 
siderable concern with the volume of work which 
would be generated at lower levels. (Staff size 
Is a consideration.) Our system dealt with 
percentages of the current level (80-90%, etc.). 
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notes success in developing alternatives to the traditional incremental 
approach. New Jersey presents a balanced evaluation with a number of 
plusses and problems. While ZBB has aided decision makers In evaluating 
and comparing competing demands, it also has encountered staff resistence, 
lack of understanding, and poor-quality information. Idaho's experience 
was possibly the least favorable, with three-quarters of the initial ZBB sub- 
missions judged unsatisfactory. 

Aside from adjustments in their formats and technical details, the 
ZBB states do not seem to be making substantial modifications in their 
ZBB designs. The main changes are aimed at reducing paperwork and im- 
proving the performance measures submitted by agencies. 



Although significant ZBB activity Is underway in only 11 states, 
other states have or are considering its application to their budget 
processes. Question 5 in the survey asked states not using ZBB whether 
they have considered or explored the possibility of using it. The state 
by state responses are provided In Table 4. Five states indicate that 
they have considered but rejected ZBB. These are Alaska, Indiana, 
Hew Mexico. North Dakota, and Ohio. Of these, the New Mexico decision 
is the most significant since a zero base budget was introduced for 
the 1971-73 biennium, but was subsequently abandoned. In New Mexico, 
ZBB was used by the Legislative Finance Coimittee while the executive 
budget continued to be prepared in a traditional format. In an appraisal 
of the New Mexico experience, John D. LaFaver identified many problems 
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Table 4 * 



TF vnii ARF NOT USING ZERO-BASE BUDGETING, HAVE YOU 

wns?deSed Tor explored the possibility of using it? 



STATE RESPONSES 
Alaska 



In approximately 1972 we used the ZBB techniques on 
three state programs. Our experience at that time 
indicated there were other fields and methods we 
could explore with more return for the effort. 



Arizona 



District 
Columbia 



Yes-'-first we must "program" our agencies and de- 
velop evaluation methods. This will be a several 
year project. . 

Over the years, we have used a modified ZBB approach 
in selected expense categories such as equipment, 
motor vehicle purchases, ADP systems, etc. The 
largest agency of the District Government Is Im- 
plementing, on a test basis, ZBB that closely 
parallels the "decision package" approach. 
(Expansion of test to whole government depends 
on results of the project.) 



Hawaii 



Since 1971, the State of Hawaii has been totally 
conmlttedto the establishment and implementation 
of a PPB system, a system mandated by Act 184, 
SLH 1970, the Executive Budget Act. 



This table excludes those states which indicated they have not 
considered zero-base budgeting. The response of North Carolina 
was abbreviated. 
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Indiana 
lov/a 

Louisiana 
Maine 

Minnesota 
New Mexico 

North Carolina 



Considered it and rejected ItJ 



We are considering a Zero Plus base for 1977-79. 



The legislature is asking us to consider it. 



Yes— a modified system will be used In the next 
budget cycle. 



Here discussion in informal meetings. 



The Legislative Finance Connlttee of the New Mexjco 
Legislature also produces an annual budget In con- 
trast to the Governor's budget. During the period 
1971-73, the Committee produced a zero based budget. 
However, the zero base concept has not been employed 
since that time, primarily because the executive and 
the leglslatuv'e prefer a more traditional approach. 



A number of the components of ZBB were incorporated 
Into a "home -grown" budget reform which we've had 
underway since 1973. These Include: 

(1) Combining current services with new 
program requests for each program in 
State government. 

(2) Merging and reformulating the planning 
function— program planning has been 
shifted to agencies; policy planning 
has been merged Into budget preparation. 

(3) Conducting program evaluations of on- 
going services to determine whether or 
not they are accomplishing their ob- 
jectives and whether the objectives still 
need to be met. 



A legislative committee on the budget considered it 
and rejected it. 
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Ohio ZBB budgeting explored but its use not contemplated 

wUhin near future. 

Pennsylvania Has not considered using ZBB as defined above. The 
ZBBconcept is'subsumed under the Pennsylvania pro- 
gram budgeting system. 



South Carolina Exploring the possibility of using some form of ZBB 
for fiscal year 1978-79. 



Virginia lA legislative commission studied the State's budget 

process and issued recommendations in December, 1974. 
The recoimendations, enacted into law to be effective 
not later than for the 197B-B0 biennium. provide for: 
program definitions (and appropriations) 5 "workload 
indices and other criteria to be used in both budget 
evaluation and post audit evaluation"; separate identifi- 
cation of costs for current activity levels, increased 
work load and changed new services; policy issue analysis. 
The report does not state what consideration was given 
to ZBB as a "system." 



Washington The operating budget Instruction for the 1977-79 bl- 

ennium transmitted by the Governor requests all state 
agencies to provide a ranking of priorities for all 
essential agency programs. The program proposals are 
to be provided in terms of their relative importance 
to successful accomplishment of each agency's goals 
and statutory requirements. 



Wisconsin It has been talked"about. We do use "targeting" below 

the base year level of funding, which might be considered 
a form of modified ZBB, although I do not think it is. 
The Legislative Audit Bureau v/ill be reconnending that 
we go to ZBB on a staged bo s (3-5 year cycle) in the 
future. 



Wyoming Yes, we have explored the idea. We operate with three 

budgets which are called "standard," "exception," and 
"expanded." The standard budget is reviewed in depth 
to justify its future existence or level of existence. 
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resulting from the way ZBB was Implemented and he concluded that the 
improvements were "neither as great as originally anticipated nor as 
minimal as detractors would claim.'-^ ^ 

At least three states (Hawaii, North Carolina, and Pennsylvania) 
decided not to introduce ZBB because they had only recently established, 
program budget systems. These states appear to feel that they can 
achieve the benefits attributed to ZBB through their own budget innova- 
tions, though several states (such as New Jersey and Illinois) have 
attempted to mold ZBB with their new program budget systems. 

Nine states and the District of Columbia either have decided to 
implement aspects of ZBB in the near future or are considering it. In 
a few states (such as Louisiana and Wisconsin) the initiative is 
coming from the State Legislature. Several states (Maine, Virginia, and 
Washington) appear on the threshold of ZBB activities while other 
states are exploring the possibility for future implementation. 

Despite the turnaround on New Mexico, state interest in ZBB probably 
has not yet reached its peak. It is possible that as many as half of the 
states will be involved in some zero base budget activities before the 
c-nd of this decade. 

ZBB and the Legislative Process 
In concept and application, ZBB is primarily an instrument of 
executive budgeting. In each of the ZBB states, the zero base activity 

22 



39 



32 



is associated with the preparation of the budget by state departments 
and agencies. The appropriations stage of the budget process need not 
be directly affected by the ZBB activities of the executive branch. 
Moreover, most ZBB work' Is done at operating and management levels and 
the governor's Involvement Is limited—as Pyhrr noted— to a review of 
major policy Issues. The literature of ZBB and the Instructions Issued 
by practicing states focus on the responsibilities of program managers, 
up to andposslbly Including department heads, to review and evaluate 
all components of their budgets. To the extent that ZBB has had an 
effect on budget outcomes, the effect will be felt primarily at these" 
management levels.^/ 

But although ZBB generally Is not conceived as a legislative tool, 
there Is no reason for legislative bodies to be completely excluded. 
In several ZBB states", the Initiative or requirement for ZBB has come 
from the legislature. In Arkansas, the Legislative Council has had an 
active role In the design of ZBB. The pilot testing of ZB2 In Montana 
was mandated by^^a 1975 Act of the State Legislature* while new statutory 
requirements with regard to budgetary data have prompted the State of 
Tennessee to Introduce ZBB practices. In Texas, the Legislature shares 
responsibility for budget preparation with the Governor, and ZBB In- 
structions are jointly issued by the Legislative Budget Office and the 
Governor's Budget and Planning Office. As previously reported, legis- 
lative initiatives for future ZBB applications are underway in Wisconsin, 
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Even where a state legislature has not actively sponsored ZBB it 
may be aole to avail itself of the products of the new system. In more ^ 
than half of the states, the legislature receives copies of agency 
budget submissions, either at the time they are sent to the governor 
or at a later date.-^ In these states, a legislature should be able 
to obtain the decision packages and priority rankings submitted by 
the agencies to the executive budget office, 

However, there is no necessity for a state to recast Its budget 
document or the form of appropriations to conform to ZBB methods. Once 
a budget decision has been made on the basis of ZBB presentations, it 
can be cast into any form congruent with the accounting system of the 
state. ZBB can coexist with program categories, standard organization 
classifications, line-Item detail, or any other budget format. Moreover, 
inasmuch as decision packages usually are developed at low levels of 
activity, they are not likely to be suitable for publication In the budget 
(except, perhaps, in sunmary form) or as units of appropriation. A 
state's budget docuncnt might have to be tripled or quadrupled In size 
In order to accwtriodate Us ZBB presentations. The number of appropria- 
tion accounts also would have to bemultipl led if the activity level at 
which decision packages are evaluated becomes the level at which appro* 
priatlons are made. 

Zero Base Budgeting and PPB 
ZBB is the latest in a series of state budget innovations stretch* 
ing back to the early years of this century. It follows on the heels 
of efforts by a number of states to install planning-programing-budgeting 
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(PPB) systems during the 1960's,- The relationships and differences 
between these two sets of budget reforms Is a source of both confusion 
and opportunity. 

Aaron Wlldavsky regards zero base budgeting as "an extreme variant** 

and "a precursor of" PPB, both sharing the same objectives, concepts, 
8/ 

and failures.— Wlldavsky's perspective Is largely derived from the 

Agriculture Department experiment of the m1d-1960's, though he briefly 

reviews the ZBB activities of two states — Geor9la and New Mexico. 

Peter Pyhrr, however, regards PPB and ZBB as essentially different 

though potentially complementary, systems: 

PPB provides the macroeconomic tool for centralized 
decision making on major policy Issues and bas'^c fund 
allocations. Zero-base budgeting provides the micro- 
economic tool to transform these objectives Into an 
efficient operating plan. ...2/ 

The key difference between the two systems Is that PPB focuses on top- 
level decision making, while ZBB focuses on decisions at various gperatlng 
and management levels. Pyhrr suggested that "the top-down efforts of PPB 
can be coordinated with the predominantly bottom-up efforts of zero-base 
budgeting. "-1^^ The limited evidence ffom this survey confirms Pyhrr's 
claim that the two systems can be compatible and mutually reinforcing. 
In at least four of the 11 ZBB states, zero-base techniques have been 
fused into the pre-ex1st1nq program budget1ng*apparatus. California, 
Illinois, New Jersey, and Rhode Island have Implemented ZBB practices 
In ways which have not disturbed their program budgeting activities. 
In a fifth state -- Montana -- the new Priority Budgeting System 
is an Integration of PPB and ZBB techniques. It combines PPB-type 

* The term PPB is not used by states today. State variations now In use 
will be referred to generally as "program budgeting." 
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techniques of multi-year planning and cost-effectiveness analysis with 
the ranking of activity decision packages on a priority basis. 

In the reniaining Z8B states, there is a significant and prowing 
use of program and performance measures, not merely as ancillary in- 
fonnation but as means of evaluating the levels of effort proposed 
for alternative decision packages. Although the State of Georgia was 
the first to implement ZBB, its most recent modifications are in- 
tended to improve the reporting and use of such measures. The latest 
budget instructions require each agency to "submit a list of effective- 
ness, workload and efficiency measures for each function prior to prepara- 
tion of the budget." The amount and type of program and performance 
data developed In the Texas system seiem to be almost comparable to those 
in full-fledged orogram budpet states. There Is less emphasis on formal planning 
and analysis In the ZBB states and more on linking program and performance 
to specific levels of cost. 

Zero Base Budget Methods In Selected States 
As already noted, ZBB has various meanings and applications. 
This part of the report describes the ZBB approaches of the States 
which submitted ZBB documents (budget Instructions, forms, manuals, 
etc.) along with their survey responses. The descriptions offered here 
are derived from these documents and they deal only with the formal 
aspects of zero base budgeting. They do not assess the impact of ZBB 
on budget cutcoires or the extent to which the methods have been used 
in practice. 
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Arkansas 

In February 1976, the Governor introduced a new Priority Budgeting 
System (PBS) to- be used for the 1977-79 biennium.l^ This system, along 
with new budget forms and instructions, was subsequently approved by 
the Arkansas Legislative Council. PBS is to serve as the main system 
for preparing the budget and presenting it to the State Legislati"»'e. All 
executive branch agencies (other than elective officers and the Highway 
Department) are covered by it. PBS retains the lihe^iteni data requifenents 
but' adds program priority rankings to agency budget submissions. 

Budget requests under the new system are to be divided into three 
categories: (1) The base level which (with some exceptions) cannot 
exceed 90 percent of the current fiscal year's budget level; (2) Priority 
I, which together with the base level cannot exceed 101 percent of the 
current budget level;!?/ and (3) Priorities 2-11 which are to include any 
other request. not included in the first two categories. Agencies must 
rank their requests in a desceno'ing order of priority—BaseLevel , Priority 
1, Priority 2, Priority 3, etc. Each of these requests must contain its 
own Justification and must be budgeted as a whole unit containing all 
of the costs necessary for operating the unit at the requested priority 
level. For example, a request for a Priority 3 program is to be con- 
sidered as a whole and its Justification and contents therefore must 
be independent of the request for any other priority level, 

The three categories do not apply to state aid to schools, cities, 
, counties, or charitable institutions, nor to capital expenditures and 
some m'inor fixed expenditures. 
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An agency has discretion in deciding what to Include in its base 
level request and how to rank its other priorities. With the base level 
set at no more than 90 percent of the current budget, an agency may opt 
to reduce the level of all of its programs or to eliminate low level 
programs or to alter existing programs or methods of delivery. It also 
has the option to propose program expansions and Improvements in Its 
base level. However, because the base level is most likely to be funded, 
an agency. Is edvlsed to Include Its most critical programs or services 
In It. 

The budget forms can accotmiodate three priority rankings in addition 
to the base level request. But an agency need not submit ar\y priority 
requests or it can make as many as 11 such requests within a particular 
cost centar— the loweit level at which priority rankings are made. How- 
ever, each priority level has to be separately justified. 

The new Priority Budgeting System currently is undergoing its 
first Implementation so that it is too early to report any experience 
with It. But Arkansas Is one of the few states with this type of budget 
system to use It both for executive and legislative review. The PBS 
documents are to be used by the Legislative Council in its budget hearings 
scheduled during October 1976. 

California 

The program budgeting system of the State of California focuses on 
proposed changes in the budget.—^ Through the analysis of Budget Change 
Proposals (CCP). State agencies and the Department of Finance selectively 
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consider the cost and effectiveness of possible alternatives to current 
program levels. This selective approach now is used for the zero base 
analysis of programs ad.judqed to be niost in need of thorough review. 

Three patterns for applying ze^o base budgeting have been developed 
in California. First, the Department of Fi-?nce recomijends a zero level 
of funding for the baseline budget planning estimates issued for particular 
programs. Program managers and department heads then are required to 
justify in detail various levels of the program, starting at the basic 
program level and then adding other features and levels of operation. 
A depiartment may prepare as many Budget Change Proposals as necessary 
to adjust the original level (in this case zero) to that which it con- 
siders appropriate. The major burden of analysis is on the department 
to show that the program should.be funded at above zero level. 

A second approach is for the Department of Finance to develop 
negative Budget Change Proposals, that is, a proposal to set the budget 
below the current level. A formal negative bCP Is prepared by the 
Finance Department, and the department operating the program is given 
an opportunity to provide analytic support for the option it favors. 
The third approach is initiated by departmental proposals for program 
eliminations, reductions, trade-offs, and redirections. These are 
assessed in Budget Change Proposal documents. 

In all three types of zero base review, a decision memo is used 
to bring the issues in the Budget Change Proposals into an agenda for 
formal budget hearings. After the hearings, baseline budget planning 
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estimates are adjusted (if appropriate) to thii new level which then 
becomes the basis for the presentation In the Governor's budget. 

Georgia 

Georgia is generally regarded as the first State to adopt ZBB as 
14/ 

its budget-making system. — On March 15, 1971, Governor Jimn\y Carter 
Instructed State agencies to utilize zero base budgeting in their prepar- 
ation of F.Y. 1973 budget requests. Detailed Budget instructions were 
subsequently issued for this purpose. The ZBB system has been modified 

sliQhty since its introduction but its basic features have remained 
intact. 

Decision packages are prepared for incremental levels of effort 
for each function. (In Georgia, the function is the lowest program 
level at which a budget estimate is prepared. Functional packages are 
aggregated into activities; activities are aggregated into department 
summaries.) Within each function, separate decision packages are pre- 
pared for different levels of effort, with line-item detail and performance 
measurements presented for each package. (1) The minimum level is the 
level of effort, expressed in terms of service and cost, below which ' 
it is not realistic or feasible to operate the function at all. Al- 
though no percentage limitation is imposed, the minimum level is expected 
to be below the current funding level. In the decision package for a 
minimal level, the agency explains the effects of terminating the ex- 
.'stlng service that is excluded" at this level. (2) The current level 
decision package generally is an estimate of the next year's cost 
(adjusted for wage and price increases) of providing the current level 
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of service. An agency may include proposals to decrease the level 
of service In this package. (3) A decision package for new or 
Improved programs must be quantified and explained In terms of 
service and cost. 

Each decision package is formatted to £>how cumulative costs as 
a percentage of current funding and to permit Its priority ranking 
by activity. After they have been ranked by activity, the decision 
packages are ranked by department so as to provide a comprehensive 
set of priorities for all functional packages In each department's 
budget request. 

Idaho 

The State's budget system has been recast In recent years Into 
one which is heavily grounded cn program and performance data.— ^ 
The system has two ZBB-type features. Though only a small fraction 
of State programs are zero based, the budget requests of all State 
agencies are structured into decision units which are ranked by 
priority. 

No constraints are imposed on the decision units requested by 
agencies -so that, except for capital outlay, one time expenses, and 
programs selected for zero base review, the budget accepts the current 
level as a base. Above the budget base, decision units are listed 
in order of priority until the full budget request is reached. The 
final decision unit is the sum of the current budget level 
and any additional decision units. The budget instructions 
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for fiscal year 1978 call on State agencies to strengthen the relation- 
ship between specific decision units and specific performance measures. 

According to the State's budget division, ZBB was applied to 
approximately 5 percent of last year's budget, and it hopes to Increase 
this to '20 percent per year, with each program being subjected to a zero 
base review every five years. 

Illinois 

The Illinois budget process has undergone far-reaching changes 
since 1969. Budgeting has been converted from a biennial to an annual 
cycle; the Bureau of the Budget has been established as the Governor's 
budget agency; the line-item schedules have been removed from the appro- 
priations and main budget document and placed in the budget appendix; 
a program budget focused on quantitative statements of objectives and 
performance has been implemented; a new management by objective (HBO*) 
system has been .Introduced as a means of identifying and monitoring 
agency and gubernatorial objectives. To this process of budget innovations, 
the State adopted for Its 1977 budget preparation a procedure for separate 
consideration of programs within and above 90 percent of the current 
budget base.^^ 

The guidelines for the 1977 budget provide for each agency to 
request the programs and activities to be proposed within 90 Percent of 
its current funding level. Program expansions and new Initiatives can 
be included within the 90 percent level, but only if an agency deems them 
of higher priority than other current activitie.s. 
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Program increments above the 90 percent level are listed in 
priority order. Proposals to maintain or expand existing programs or 
to initiate new programs are separately identified, though they are 
ranked in the priority order determined by the agency. Decision packages 
are not formally used in the Illinois approach, but the forms are 
arranged so as to .tally the cumulative cost of each add-on proposed above 
the 90 percent level. The process works in a manner similar to one in 
which decision packages are applied. 

Missouri 

The State has a comprehensive program budget, and the budget is 
prepared by programs, sub-programs, and program elements within depart- 
ments. Program statements accompanying the requests focus on the 
problem to be solved, the objectives of the program, and the methods 
used to accomplish the objectives. Quantitative measures of program 
service are extensively used and include effectiveness measures, benefit 
measures, and volume of service. 

Budget requests are drvided into three categories: the minimum 
budget, the base budget, and priority items. The minimum budget generally 
is the current rate of expenditure; the base budget is the minimum budget 
plus standard inflation factor increases to allow the current level of 
service in the budget year; priority items are increases requested above 
the base level. Priority items are ranked at both the program and depart- 
mental levels so that the Governor and the Legislature have a comprehensive 
ranking of such items. 

A priority item consists of the package of personnel, operating, 
and equipment expenses associated with achieving a higher level of service. 
Each request for a priority item is the be justified by a significant 
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change in measures of serviCG above the levels that would be achieved in 
the base budget. Thus, the same ineasures of service are to be used for 
both the base budget and priority items, thereby enabling State officials 
to assess the effectiveness associated with each proposed cost increase. 

The State of Missouri has used this system for two years, and though 
it does not have the ZBB label, it has some features of that budget approach. 

^tontana 

As part of a new program planning and budgeting system, the State 

of Montana is pilot testing a Priority Budgeting System in eight state 

programs. The new budgeting approach is mandated by House Bill 643, signed 

into law on April 16, ig75 and is being put into effect for the 1977-79 
18/ 

biennium. 

The new system combines features of two contemporary budgetary innova- 
tions: pi anning-prograiTining-budgeting (PPB) and zero-base budgeting. Thus 
it provides for a program structure, multiyear planning, and output and 
impact measures. These PPB-type components are part of the Priority Budgeting 
System that is being tested in eight programs. The test programs have 
been selected, in accord with House Bill 643, so as to be representative 
of the programs and agencies of the State Government. 

The Priority Budgeting System utilizes three of the main features of 
zero base budgeting: decision packages, alternative cost levels, and a 
priority listing of alternatives. The decision packages are developed and 
ranked at the activity level, generally the lowest level of the program 
structure at which work outputs have measurable policy impacts. This 
ranking process is to be performed at successively higher levels of management- 
up to the Governor's office— with the packages merged into increasingly 
cor:»prehensi ve listings, 
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House bill 643 requires at least three alternative funding levels 
for each program* and this requirement also is being applied to each 
activity. The first funding level— which in the Initial ranking Is to 
be accorded highest priority for the activity— Is not to exceed 80 
percent of the current budget level. Workload, output, and Impact 
data are to be supplied for each cost alternative; and each package 
is to display summary data on costs and results for alternative packages 
in the same activity. 

It is anticipated that the Priority Budgeting data will be used 

In presenting the budget to the legislature. But the 1977-79 effort 

is thus far only "an experiment to determine if this particular approach 

to planning and budgeting would be most appropriate in meeting State 

19/ 

Government's needs in these areas." — - 
New Jersey 

ZBB was launched on July 22, 1974 with a memorandum from Governor 

Brendan Byrne Instructing all state agencies "to question the continued 

need for every program and every activity within every program of our 

State. government and assign a priority ranking to each such program and 
* 20/ 

activity. — The State already was using various PPB techniques such 
as program categories and performance measurements and these were com- 
bined with the new ZBB approach. 

Three budget forms are used for securing ZBB Information from 
the agencies. One requires each agency to indicate program 
objectives, identify changes in laws, and specify the 
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qualitative and quantitative effects of funding of various 
incremental levels: 0 percent, 50 percent, 75 percent, 100 percent, 
125 percent, and above 125 percent of the current funding level. The 
program level, inputs, and expected performance at each of these levels 
(or at a percentage in between the levels) represent a decision unit 
which assists decision makers in determining whether the benefits to be lost 
from budget decreases in one program outweight the benefits in other 
programs. ^ 

On a second form, each agency ranks its programs at these various 
funding levels, thereby conmunicatlng its sense of priorities to the 
Governor and central budget staff. The total requested in each priority 
level as well as the cumulative request for all priorities are shovm 
on the form. This ranking process assists agencies and the Governor 
in realigning program priorities. A third form is used for recording 
past and estimating future performance data for the various priority 
levels. A variety of performance measurements (such as output, efficiency, 
and effectiveness measures) are associated with each Incremental spending 
level. 

State officials believe that ZBB has assisted them in evaluating 
and comparing competing demands for funds and for determining the most 
appropriate level of program and expenditure. But they also have en- 
countered a number of difficulties such as staff resistance and low- 
quality submissions. They feel these problems can be overcome as 
their personnel become more accustomed to ZBB concepts and processes. 
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Rhode Island 

Over a period of years, the State has expanded Its program budgeting 
system, with extensive measurements of objectives and performance. In 
July 1973, the Governor instructed State agencies to augment their pro- 
gram budgeting submissions with zero-base justification of their requests. 
Rather than replace the new Program Budgeting System, the Governor de- 
cided "to embody the concept of zero base into our considerations. This 
will permit us to continue the on-going development of program budgeting 
while particularly stressing the point that everything demands justification 
before any dollars are provided."^ 

The ZBB forms supplement the regular budget requests and require 
a priority ranking and analytic justification of each activity. The 
Rhode Island Budget Director regards the experience thus far as favorable 
and partly responsible for a shifting of priorities within existing re- 
sources. 

Tennessee 

Chapter 135 of the Public Acts of 1975 requires each State agency 
to establish written goals and objectives for each of its programs. In- 
cluding criteria for measuring the performance achieved under the stated 
22/ 

goals and objectives. — This new requirement was incorporated iritb the 
1976-77 budget process with agencies submitting their traditional operating 
budget requests and program budget statements. 

The program budget statements contain several ZBB characteristics. • 
State agencies are cautioned that because of the State's severe financial 
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condition, they must "avoid an incremental approach to preparing the 
1976-77 budget requests." Agency activities are to be ranked in order 
of priority and are to identify their purpcse, clientele served, goals, 
and objectives. The budget requests are to be classified into four 
levels, with priority rankings assigned to each: (1) continuation at 
the current level of funding; (2) continuation at the current level 
of service; (3) improvements for new legislative requirements and to 
replace lost federal aid; (4) improvements based on departmental estimates 
of need. On the basis of a review of the budget instructions, it is 
not possible to ascertain how these four categories are linked to the 
budget submissions. 

Texas 

The State of Texas initiated its ZBB system for the 1976-77 biennium 
£nd the basic system is being applied (with only slight modifications) for 
the 1978-79 b-iennium. This comprehensive system utilizes decision packages, 
alternative funding levels, priority rankings, and extensive needs, work- 
load, and performance measures. ^ 

Each decision package provides information on objectives and their 
proposed means of accomplishment, costs and benefits and performance 
measurements at various levels of effort, and alternative means of 
accomplishing the objectives. Activity decision packages are prepared 
by activity managers and these are ranked in order of priority by program 
managers. The program managers prepare decision packages for their programs 
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and these are ranked by agency administrators. Thus, the decision 
packages are prepared at a lower administrative level and their pri- 
ority is determined at a higher level. Each decision package is struc- 
tured into a number of activity or program levels, depending on the 
amount of funds which are being requested. For programs, the prescribed 
levels are: (1) the minimum level is not to exceed 90 percent of current 
funding; (2) level 2 cannot exceed the current budgeted amount; (3) level 
3 (if it Is requested) cannot exceed 110 percent of the current amount; 
(4) level 4 is for requests that exceed the current amount budgeted for 
the program by 20 percent or mo»'e. There are no restrictions on the 
funding levels for the activity decision packages, though they should 
be consistent with those requested for programs. 

Although it has a 90 percent limit, the minimum level is to be that 
level of effort below which the program should be discontinued because 
it loses its viability or effectiveness. By recoimendi ng a minimum level, 
a program manager is not necessarily recomrending that the program be 
funded at this level. The minimum level merely identifies one alternative, 
and explains what could be accomplished at this level and, by inference 
from other levels, what could not be accomplished. 

At the activity level, the output data is oriented to workload 
measures; at the program level, it concentrates on measurements of need 
land performance. The priority ranking of both activity and program de- 
cision packages is arranged in a manner which enables policymakers to 
estimate the cumulative effects of al ternative levels on the budget. 
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Footnotes 



1. Statement of Richard C. Leon*;'* before U.S. Senate Subcommittee on 
Intergovernmental Relations, Hearings on Gcveraxant Economy and 
Spending Reform Act of 1976 , 94tli Cong., 2d Sess. (1976), p. 293. 

2. Aarcn Wildavsky & Arthur Hammann, "Comprehensive Versus Incremental 
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Quarterly , vol. 10 (1965), p. 321-346. 

3. Peter A. Pyhrr, Zero-Base Budgeting {New York: John Wiley & Sons, 1973), 
p. 97. 

4. John 0. LaFaver, "Zero-Base Budgeting in New Mexico," State Government 
{Spring, 1974), p. 112. 

5. For this reason, appraisals of ZBB which focus only on gubernatorial 
actions miss the main story. This is one of the problems with 
Adron Wlldavsky's antl-ZBB critique In Budgeting; A Comparative Theory 
of Budgetary Processes (Boston; Little, Brown & Co., 1975) , pp. 294-96. 

6. Legislation to make federal agency budget estimates available to 
Congress has been introduced In the 93d and 94th Congress but has not 
passed, though particular agencies now are required (or as a matter 
of practice) submit their estimates to Congress. 

7. For an appraisal of the PPB efforts, see Allen Schick, Budget Innovation 
In the States (Washington; The Brookings Institution, 1971 J. 

8. Wildavsky, op. cit ., p. 27B. 

9. Pyhrr, op. cit. , p. 153. 

10. Ibid ., p. 158. 

11. The description of ZBB in Arkansas is based on the State of Arkansas 
Budget Preparation Manual 1977-79 Biennium. 

12. The limitations spelled out on p. 12 of the manual cover most 
uncontrollable expenditures such as AFDC and retirement costs. 

13. The California description is adapted from a lengthy statement prepared 
by the State Department of Finance to accompany its response to the 
questionnaire. 

14. Georgia's ZBB approach is described in its General Budget Preparation 
Procedures: Fiscal Year 1977 Budget Development , issued by the State's 
Office of Planning and Bud^jet. 
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15. Idaho's budget procedures are set forth ii. its Program Management 

and Budget Development Manual issued by the Division of Budget, Policy 
Planning and Coordination on Kay 7, 1975. 

16. The budget instructions for the State of Illinois are detailed in 
Bureau of the Budget Circular No. 3, Revised September 1, 1975. 

-17, For a description of the Missouri approach, see its Priority Budget 
and Program Manual.- Fiscal Year 1977 . 

IB, The description of Jtontana's pilot test is based on its Priority 

Budget System; 1977-79 Biennium , issued by the Office of the Governor. 

19. Ibid., p. 11. 

20. The New Jersey description is based on the Leone statement (see note 
MO. 1), an Unpublished paper on "Zero-Based Budgeting in flew Jersey" 
by Michael J. Scheiring, and Circular Letter 75-26 (May 2B, 1975) 
issued by the Division of Budget and Accounting. 

21. Z6B in Rhode Island derives from a memorandum from Governor Philip W. 
Noel to State agencies (July 27, 1973) and related instructions issued 
by the Division of the Budget. 

22. The Tennessee practices are derived from the 'i'cate's Budget Instructions 
and Procedures: Preparation of 1976-77 Budge t Requests , issued by the 
Department of Finance and Atlniinistration. 

23. For the State of Texas see. Detailed Instructions for Preparing and 
Submitting Requests for Legislative Appropriations for the Biennium 
Beqinninq'septenaer i. js*// . issueo jointly by the bovemor's Hud^6t 
and Planning Office and the Legislative Budget Office. 
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APPENDIX 



Scace Zero Baae BudRec :>urvey 

DEFISITIOt* : STATE: ; \ 

For Che purposes of this survey, zero base badgccSng Is ■ sv^tcm by which scace 
programs And acclvldes are organized and budgeted In a detailed plan vhlch xocusses 
review, evaluation and analysis on all proposed expenditures rather than on Increases 
above current expenditure levels. The purpose Is to determine whather each activity 
warrants continuation .at Its current level or a different level, or should be te^lnated. 
This focus requires a priority ranking of all programs and activities In successively 
increablng levels of performance and funding, starting from zero. 



0JZ5TIOt:S : 



l.a - Does your State have vhat It calls a ZBB 

system approximating this definition? Yea ; No_ 

b - Do you have what you call a ZBB syatem, 

but with a different definition? Yes ; No^ 



If yes - please give your definition: 



c - Do you hMve a system approximating the deflnl- j- 

tlon which Is called by some other name? YeiiT ; Rb_ 



If yes - please give 
the nane here: 



(If the answers to 1 a, b» and c are "no,** please go to question 5) 

2. How ic your ZBB system or similar system used: 

a - as the main system for budget requests? Te s S R6 

b - as an additional source of data? Yea ; Ko 



c - a*; the main format for the presentation 

In the budget document? Yes ; No 



d - other (piease descrihe) 



3. DoftS your ZBB or similar system formally Involve: 
a - subdivision of programs or activities 

into decision packages: Yes , No^ 



b - subdivision of programs or activities according 

to Incremental percentages of expenditure? Yes ; No 



c - distinctions between expenditures for continu- 
ing, expanding, and new programs? Yes ; No 

d - annual (blunn'ial) icio-base review of; a) all; b) most; c) some; d) pilot group of; 
p) no, state programs (circle appropriate response) 
Explain b, c, or d: 
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ZBB . p.-ise 2 
3,e - other {please describe) 



4, If yens' St«Ce has used 2BB or Blnllsr systea for one year or owrc; 
a - Please briefly evaluate your experience with it. 



b - describe briefly any changea made In the original dealgn. 



5. If you are not uung 2BB, have you conaldered Ic, or explored the posalblllcy of 
using it? rplease explmitt) 



Plcsse send any docuiaentff, isnnuals*, fonaa, etc- <2 coplea If poiilble), describing 
the sy*tea and hov Ic operates. 

A shore description written here could also be appreciated. Also add any explanation 
vhlch will halp ua conpare or contrast your svstem r^lth other systems. 
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Reprinted from Harvard Business Review, November-December, 197^ 

Peter A. Pybrr 

Zero -base budgeting 

When budgeting for next year, most companies 
use the current budget as starting point; ' 
but one company prefers to start from scratch ^ . " 



Foreword 

Industrial companies have two kinds of expense: (a) 
direct manufacturing expense, for materials, labor, 
and overhead; and (bl suppoit expense, for everything 
else. It is the "everything else" that causes the worst 
headaches at budget time, when, for example, a man- 
agement squeezed by rising costs must decide between 
decreasing the allocation for a major R£t.D project and 
cutting funds for executive training and development, 
Traditionally, problems like this bcil down tu one 
question: How should the company :shift its alloca- 
tions around! Rather than tinker endlessly v/ith its 
existing budget, Texas Instruments prefers tu start 
from base zero, view all its activities and priorities 
afresh, and create a new and better set of allocations 
for the upcoming budget year. TI has developed a pro- 
cedure that.giVM management a firm grip on support 



allocations of all kinds, a procedure for describing all 
support expense minutely, classifying the alternatives 
to ejch. and sorting them all by imporunce and pri- 
ority. The technique is simple in principle and easy 
to apply-and TI, finding it has worked most suc'cei>j»< 
fully ftir its staff and research budgets for 1970. is cuT* 
rently using it for the budgets of all its divisions for 
197 1. And the non manufacturing expenditures at TI 
amount to about ajTc of the total budget-a signifi- 
cant segment by any standard. 

Mr. Pyhrr is Manager, Staff Control, at Texas In- 
strument* Incorporated in Dallas, Texas. He created 
tfnd developed zero-base budgeting for the company as 
part of his responsibility .is Control Administrator, a 
piisttion he held until March ry70. Formerly he was 
employed by Kimberly-Clark as Internal Auditor. 



T 

-Lwo years nfio Arthur F. Burns, then Coun- 
sel li-r to iiic President, addressed the Annual 
Dinner Meeting of the Tax Foundation on "The 
Control of Government Expenditures." In this 
.speech Burns identiBed the basic need for what 
we at Texas Instruments have come to call zero- 
base budgeting. stated that; 

"Customari'y, tht officials in charge of an 
established program have to justify only the in- 
crea.se which they se^jk above last year's appro- 
priation. In other words, what they are already 
spending ];, —^ti^lly accepted as necessary, with- 
out exami4i4.'.^.-.jn. aubstantial savings could un- 
doubtedly be realized if [it were required rhat| 
every agency ... make a case for its entire ap- 
propriation request each year, jufst as if jts 



program or programs were entirely new. Such 
budgeting procedure may be difficult ^o achieve, 
partly bccau.sc it will add heavily to the burdens 
of budget-making, and partly also because it will 
be resisted by those who fear that their pet pro- 
grams would be jeopardized by a system that 
subjects every . . . activity to annual scrutiny of 
its costs and results." * 

Burns was advocating that government agencies- 
start from ground zero, as it were, with each 
year's budget and present their requests for ap- 
propriations in such a fashion that all funds can 
be allocated on the basis of cost/benefit or some 
similar kind of evaluative analysis. TI Is us- 

I Ntw Yolk. PIju Hmel. Pctcmhcr j. 19*^. 
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ing ihis approach to budgeting in its business 
optTatioris, building on cost/benefit techniques, 
and has had a considerable measure of success 
wtth it. 

The need for effective zero-base budgeting of 
this kind is increasingly apparent in both indus- 
try and government today, since all institutions 
inust adapt to an environment in which the al- 
location of limited resources presents a constant- 
ly deepening challenge. However, as our experi- 
ence at TI demonstrates, this kind of budgeting 
oced not "add heavily to the burdens of budget- 
making," In fact, efficiently planned and prop- 
erly managed, it can actually reduce them. 

As developed at TI, this kind of budgeting 
separates out the basic and necessary operations 
from those of a more optinnal or disrcretionary 
character so that management can focus special 
attention on this second, softer group. The basic 
steps to effective zero-base budgeting are: 

O Describe each discrete company activity in 
a "decision'' package. 

©Evaluate and rank all these packages by 
cost/benefit analysis. 

0 Allocate resources accordingly. 

Naturally these steps cannot be applied quite so 
easily as they can be stated. 

1 hope the following description of fl's prac- 
tices and results will help the executive who is 
interested in pursuing this approach to budget- 
ing think through the problems of applying it in 
his own company. 

Where to use it,,. 

The first thing to understand about zero-base 
budgeting is that it is best applied to service and 
support ar^^as of company activity, rather than 
to manufacturing operations proper. 

A corporation's level of manufacturing activ- 
ity is determined hy its sales volume,- and this 
production level, in turn, determines how much 
the company shall spend on labor, materials, 
and overhead. A decision to increase company 
expenditures for these items does not necessarily 
bring increased beneBts in the form of increased 
s^les, although it docs tend to boost pmduction 
volume. Hence there is not the same simple re- 
lation between costs and benefits here as there 
is in the service and support areas, where the 
iTianagcr can trade off a level of expenditure on 
a Project against the direct returns his invest- 
ment in the project will bring him. 



Thus, cost/benefit analysis, which is crucial 
to zeru'base budgeting, cannot be straightfor- 
wardly applied to decisions to increase or de- 
crease expenditures in the manufacturing area. 

In industry, then, zero-base budgeting finds 
its main use in areas where expenditures are not 
determined directly by manufacturing opera- 
tions themselves-in srcas, that is, where the 
manager has discretion to choose between dif- 
ferent activities (and between different levels of 
activity) having different direct costs and bene- 
fits. These ordinarily include marketing, finance, 
quality control, maintenance, production plan- 
ning, engineering, research and development, 
personnel, data processing, and so on. 

In passing 1 might note that although areas 
such as quality control and maintenance may 
be heavily influenced by the manufacturing 
level or by changes in this level, the zero-base 
budgeting prncess can still be used in these areas 
because the manager's decision to fund quality- 
control nr maintenance activities depends on 
the relative benefits he thinks these activities 
will ultimately provide to the eentral manufac- 
turing operations. 

, ,,cPhow to begin 

When a company applies zero-base budgeting 
in its service and support areas, it must explain 
the decision package concept to all levels of 
management and then present guidelines for 
the individual manager to use in breaking his 
area's activities into workable packages of this 
kind- Next, it must set in motion a ranking and 
conaoHdation process whereby the packages sift 
upward toward the top in such a fashion that 
the decision packages of le.ss importance arc 
winnowed for top management's study and judg* 
ment. Let me now explain these two procedures 
in more detail. 

The decision package concept 

The decision package is a document that iden- 
tifies and describes a specific activity in such a 
manner that management can (a) evaluate it 
and rank it against other activities competing 
for the same or similar limited resources and 
(b) decide whether to approve it or disapprove it. 
Management may use quantitative or subjective 
evaluation techniques in ranking each package 
(I shall discuss evaluation techniques and rank- 
ing procedures later), giving a higher priority 
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or runk to packages that satisfy minimum oper- 
ating and legal requirements and a lower rank 
to the more discretionary packages. 

The specifications in each package must pro- 
vide management with the information it needs 
to evaluate the activity. These may include a 
statement of the goals of the activity, the pro- 
gram by which the goals are to be achieved, the 
beneBts expected from the program, the alterna- 
tives to the program, the consequences of not 
approving the package, and the expenditures of 
funds and personnel the activity requires. 

There are two basic types of decision pack- 
ages: 

1. Mutufl//y exclusive packases identify al- 
ternative means for performing the same func- 
tion. The best alternative is chosen, and the 
other packages are discarded. 

2. Incremental packages reflect different levels 
of effort that may be expended on a specific 
•function. One package, the ''base package," may 
establish a minimum level of activity, and oth- 
ers identify higher activity or cost levels. 

The following example begins with a set of three 
mutually exclusive decision packages formu- 
lated by a production planning manager for han- 
dling the production planning of product X. Of 
die three, he recommends the first, which repre- 
sents the current level of activity in the area, 
and states the other two as alternatives to be 
discarded. The three mutually exclusive pack- 
ages are as follows: 

Recommended package i4— Retain five produc- 
tion planners at a cost of S60.000. This level of 
effort would maintain production and shipping 
schedules and inventory reporting at the level 
the manufacturing superintendent desires. 

Ahernative package B— Eliminate the produc- 
tion planners and let line foremen do their own 
planning. This strategy will result in zero incre- 
mental costs for foremen, but will also result 
in excessive inventories, inefficient production 
runs, ?'.id delayed shipments. 

Ahernative package C— Combine production 
planning for products X, Y, and Z, This pro- 
cedure eliminates two supervisors at a total cash 
saving of $30,000. However, this alternative en- 
tails a number of consequences. The foremen 
on each product line will fear lack of specialized 
service; peak workloads on all product lines will 
coincide, creating excessive burden on the fore- 
man supervisor to manage operations effectivc- 
ly; and, although it is desirable to locate the 
planning function close to the production line. 



Zero-base budKCtinj; 

the production facilities for X, Y, and Z are so 
widely separated that this desirable proximity 
would have to be sacrificed. 

Once he has defined the basic alternatives and 
selected the one he considers best, the manager 
should complete his analysis by describing .xhe 
incremental variations (if any) of this chosen al- 
ternative. And, specifically, for his reconimended 
alternative A, he should describe packages that 
call for more or less than five production plan- 
ners for product X. In this particular case, the 
manager believed that he could eliminate one 
planner from the group and still satisfy the mini- 
mum requirements for planning. Hence, he 
identified these base and incremental packages 
for his recommended alternative. A, as follows: 
Base package (satisfies requirements for mini- 
mum operating level): Retain only four plan- 
ners to support coordination between market- 
ing and manufacturing and to establish produc- 
tion schedules and reports. Consequently, long- 
range planning, inventory control, and market- 
ing support for special product modification will 
be reduced. The required allocation for this is 
$45,000. 

Incremental package ;: Add back one planner 
to the basic package. This will increase forward 
planning of production and shipping schedules 
from a two-week horizon to a four-week horizon, 
allow in-process inventory control reports to be 
updated daily rather than every other day, and 
help marketing management accommodate cus- 
tomers who require special product modifica- 
tion. The allocation increment required is $15,- 
000. (This incremenul package represents the 
status quo.) 

/ncrcmtrntd/ package 2: Add one OR analyst 
to evaluate optimal production lots versus opti- 
mal inventory levels by color and size. The alio* 
cation increment required is $15,000. (Note that 
savings of in production cost or 5% in inven- 
tor)* would offset this price tag.) 

•This example, summarized in Exhibit /, roughly 
illustrates the format used to display decision 
packages at TI in its 1971 budgeting, although 
it omits a good deal of detail. Note that it shows 
both the total cost of the current level of aetivity 
($6o,oco) and the cost of the level of activi- 
ty that the manager considers minimal ($4$,ooo); 
and that it also identifies the two discarded air 
ternatives and another possible increment for 
the basic package. This kind of format encour- 
ages the manager to scrutinize each operation 
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Exhibit I. Decision package format 



Depaiunent; Product X Plannms Taeluge No. 500 

PjckjRenatne: Bass pacKftga ror product X plannins Manager: John Harriaon 

Coals: 1. Provide oinimun level or plannins activities for 
l99,OO0 unita of product X> 
\ Z-Uointain in-proceos and rinishsd goods 

j at current inventory level. 

I 3- Provide oiniaum aarlceting coordination with 

I Qftnufacturing forenen. 

Sutement of program: 

l-Uffintain updated production and shipping schedules 
> ror two weoks in advance (currently maintainins 

schedules four «eeks in advance), 
f. 2. Provide finished goods inventory reports daily, 

t 4r-d in-process inventory reports every other day 

*• (currently beins done daily). 

I 3. U»intain pei^tual inventory systeo on raw material 

I lo Qaintsin a two-weeks supply on band and a 

\ ' two^weeks supply on order. 

Benefiu: This is the DiniMl level of planning required to 
y deliver product X on schedule. 

Personnel: 4 
I Co«t: 9^5.000. 

\ Consequeneeaof nonapproval: 

CliDinatiOri or planners would force line foremen to do their 
f' e*n planning with zero incremental cost: but excessive 

{• inventories. Inefficient production runs, and delayed 

' > shipments wouid result in an excessive, constant sales loss. 

[' Incremenut paekages : 

K Add back lonK-ranse planner, at 915. OOO. 

(pecomsendod pocKage). 
2. Add operations research analyst. st VIS.OOO. 

i> Alternative paek^gei Combine production planning for departments X. Y. and Z. 

A poor loKis^ic setup would result. 



t- 



Rcsourees required: 

1969 160.000 (Personnel: S) 

1970 *45;£00 (Personnel: 4) 
Chanse -^iS.OOO . f 



for all possible cost reduction and operating im- 
provements for base and incremental packages, 
as well as all discretionary packages. 

The Appendix to this article suggests some 
guidelines for identifying various categories of 
packages and offers a number of additional, 
rough examples of particular packages. 

Formulating packages companywide 

Decision packages arc usually formulated at the 
"ground level." This promotes detailed identi- 



fication of activities and alternatives and gener- 
ates interest and participation by the managers 
who will be operationally responsible for the 
approved budget. Exhibit II shows the basic 
formulation process. 

A logical starting point for determining next 
year's needs is the current year's operations. 
Each manager takes his area's forecasted expense 
level for the current year, identiBes the activi- 
ties creating this expense, and calculates the 
cost for each activity. At this stage, he should 
simply identify each activity at its current level 
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hchihn II. FntnuilatUm of ileciium pockasifis af t/io lowest 
upcratinnal level, or coKt center 




and fucihtnl of opcfation and not trv to identify 
jliLTii.itiVL's ni niL-rcnivnrs. 

AfiLT he has hrnkcn his cunciit (ipL'iatuins 
into pichniiiuiry dL-cision pack;if;cs, the man 
JKcr liM>ks ai his icquircnicnts io\ the upcoming; 
yf.ir. To aid hnn in spcofyniK ihcsc rctiuirc 
nicfnis, upper nimaxcmcnt shduld issue :i fof 
in.ihzcd SCI ot .issiiiiiptioiis on ttic .ictivity levels, 
ImIIiiiks. wa>:e and sabry iiiereases, ,ii)d sd on, 
tor the up<:oniin>: year. The nuna^er needs this 
tornialized set of aviiinipiions prini.nrilv heeause 
it provides him and his peers with iiiiifnnn 
hen ell marks tnr csiiinatinK their tunditiK re- 
(|uireniciits lor nexi year's hiid^ei. However, it 
tilU several other Iniporrant uiiictions ;is well; 

■ tt hrniKs inaeciirate assumptions or mis* 
unJerstandin>^s lo liKhi. As a consequence, ir is 
oiiL-ii casiL'i h>r ihe iiiaiia>;cr to jii,iW::e any uii- 
nsu.il cost variances ihat mi);lir have ovciir/cd 
during the ciirreni hud>:et ve.ii. 

It provides ,i IucmI point lor icvirwiiij; and 
ieviMn>; assunipiioiis and iiidirrcily helps keep 
the mini her itl ^iieh revisions under eoturnl. 

O U helps everyone keep track of revisiolis in 
the lisi of avsnniptions and ot rlie chan>*.cs 
in aciiviiy levels and cost> that these levi^ons 
entail. 

Once the manager has forniulated his prclinii- 
n.iiy list of dec ism II pack.incs and has received 
I lie toim.ilized set ot assumptions ahoiit the next 
year's opcraiioits, he iraiislatcs the packages in 
hi.s list mto "buHiness .is usual" packages for the 
upcoming year. These p.)cka>',cs nicicly cast 



•'.MS year's operations in leriiisol next vear's costs. 
To dctcruiine next year's costs, each iiiaiia>;ei 
simply adiusis costs tor changes in aciivitv lev- 
el, tor salary and wa>;e increases, ami (on an 
annualized tMsis) tor personnel and opcraiioiis 
expemlituies not incurred duiin>; the pieseiit 
hiid>;et veai or which will not he incurred ilui- 
iiiK the upeoniinK hiid>;ei year 

Next conies the real siaritn>: point ui detcr- 
niuiniK next vear's t>udKct, The manager now 
dcvclcfps his final set of decision pack.i^c.s tioiii 
his husiiiess-as usual p:teka>;cs hv sc);nicnttn>; 
each ot ihcm into niuiiially c:\ehisivc and :n 
elemental packages wlictcver possible and not- 
iiiK the ihscarded .tlteinaiivcs as tlic final iienis 
un th'j dceisioii-packaKe ili)cunicnt. It he slimild 
happen lo deride that one ot these alieiiiaiives 
is a tiiorc icasonahie oi icalistic* hasc package 
lor a paitieulat aetiviiv iliao the one lie has 
listed lui this aeiivny in his hiisiiies> as iiNiial 
Kroiip. he just swaps rlie rwo and develops .1 >ct 
ot iricieiiiental packa>:;:s aioiiiul ilic new base 
paeka>;c. 

I'lnally, at ihe same rmic* the niaiuKei is look- 
ing into his curieiit and oii,i:niii>; aeiivities, he 
shoiiKl ideiiiity all new activities in tits aiea 
Uii ilic tipconiinK year, develop deeision pack- 
ages that liaiidte them, and attach thcni 10 hit 
tin.il set. 

At the conehision of the ttnniiilation staKc 
then, the manager will have idennlieil all jus 
proposed aeiiviiies lor the iipcoiiniiK vear as 
follows: 

I. tUtsincss-as usual packages 111 wliteli 110 van 
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atiuns arc possible or justifiable, so far ns he can 
see. Here the manager merely exhibits the pres- 
ent level and method of activity in decision- 
package format. 

2. Decision packages, each consisting of a base 
package and incrcinentnl packages (with alterna- 
tives noted at the end), for all other ongoing 
activities. 

3, Decision packages for new activities. 

The manager is now ready to rank his packages. 

The ranking process 

The ranking process provides management with 
a technique to allocate its limited resoorc- 
es by making management concentrate on these 
t|oestions: "How moch shoo Id we spend?" and 
"Where shoold we spenii it?" 

Management constrocts its answer to iliese 
questions by listing all the .packages identified 
in order of ilecrciiiin}^ benefit to the company. 
It then identifies the benefits to be gained at 
each level of expenditore and stodies the conse- 
qoences of not approving additional decision 
packages ranked below that expenditore level. 

Theoretically, one ranking of decision pack- 
ages can be obtained for an entire company and 
lodged by its top management. Hot while this 
one, single ranking woold identify the best allo- 
cation of resoorccs, ranking and jodging the 
high volome of packages created by describing 
all the discrete activities of a large company 
woold impose a ponderoos, if not impossible, 
task on top management. At the other extreme, 
ranking only at the cost-center level is obvioosly 
onsatisfactory, since it does not offer oppcr man- 
agement any opportonity to trade off expendi- 
tores among cost centers or other, larger divi- 
sions of the company. 

One can begin to resolve this dilemma by 
gioyping cost centers together natorally, accord- 
ing to types of activity, and prodocing consoli- 
dated rankings for each grooping. The organi- 
zational widih and depth of soch groupings are 
'dctermined^by-three factors; 

L The number of packages involved, and the 
time and effort reqoired to review and rank 
them. 

2. Local management's ability and willingness 
to rank unfamiliar activities. 

3. The need for extensive review across or- 
ganizational boondaruirs to determine trade-offs 
in expense levels. (Thisiactor is particolarly im- 



portant when deep cots in expense levels are 
reqoired to combat poor profits.) 

The initial ranking shoold of coorsc occor at 
the cost-center level, where the packages are 
developed, so that each manager can evaloate 
the relative importance of his own activities and 
rank his packages accordingly. 

Then the manager at the next level op the 
ladder reviews these rankings with the cost- 
center managers themselves, and oscs their rank- 
ings as goides to prodocc a single, consolidated 
ranking for all the packages presented to him 
from below. At lower levels of an organiza- 
tion, an individoal can sometimes do the rank- 
ing withoot any consoltation if he has detailed 
knowledge of the areas involved. In general, 
however, and particolarly at higher levels of the 
organisation, we have foond that the expertise 
necessary to rank packages is best obtained by 
the use of a committee. At each ranking lev- 
el the committee membership shoold consist 
uf all the managers whose packages are being 
ranked and a manager from the next higher or- 
ganisational level to serve as chairman. 

As Exhibit III indicates, the consolidated rank- 
ing for cost centers Di, D-», and Dj woold be 
worked oot by a committee chaired by the man- 
ager of Ca with the managers of Di, Ds, and D^ 
as members. The manager of Cv, together with 
ihe managers of Ci and Ci, woold then serve as 
a member of a committee chaired by the man- 
ager of Bs. At these sessions all three managers 
from Level C would jvcsent the consolidated 
rankings from their areas for foriher consolida- 
tion. This process' coniinoes to the top. (This 
"consolidation" hierarchy osually corresponds 
to the ordinary hierarchical organization of the 
company, bot logical groopings of similar fonc- 
tions may be usefol even where these cot across 
normal organizational boondaries.) 

Voting mechanisms 

At VI, t committee prodoces its consolidated 
rar.'J^m*; \j voting on the decision packages pre- 
sen^'t'j i> its members. As at the cost-center 
level, most important or most beneficial 
packages are ranked highest and the least im- 
portant or beneficial lowest. (1 shoold note, in- 
cidentally, that the base package is always 
ranked higher than the incremental packages 
clostered aroond it. so that the base can easily 
be retained even if the increments are rejected.) 
The voting mechanism can be simple or com- 
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Lxhibi: III Cvnyululninr. h-vch in j four lcvcl s^tnicwTC 




V Final eotiiolidjtct! 
/rankinRtevjcwed 
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p\c\. di-pi;: .♦rni; nil the fu!niK*t (;i cnu'ria un 
which tht' p.Kk.i.i;cs rnirst He fV.jlu.KcJ the titni- 
rziiitcL-'^ ahiiity to t.mk :hc r:iLkj>;cs .n^inst 
th: cri:cru, the number or rjck.i;:e\, .tnd :he 
:iri:e allutted for the rroce*.*-. Three basic vot- 
ins "C hemes .ire in u^L■: 

I Each member i;ets one vote on a H.xeJ <cale 
1 E.ieh member votes (in several J.rrferent en* 
;eria, -.vith even ur weishte,! values 

A combination of the fir\t t>'fi ichenic> is 
u.sed, the rirst to establish a preltminarv rankirii; 
.ind The secf.nd to establish a det.irled rank- • 
ini; .iroiind the eiitoff level .ii:er one h.i^ been 
established. 

Exhibii IV shows a voiin^ scale. This sc.ile w.is 
designed fur r)vi.rhe.Kl and support activities, 
bu: cjn easily be modified from qujhtaiive to 
quantitative criteria ii appropriate in tormation 
on the package-. b-jin>; rjnkcd is available. 

We have found it helpful :o have j review 
session after the detailed ranking, in which the 
votes ot the members are displ.iycd, misuiider- 
standi ng.s of packaiL;c content and different'es 
of opinion arc discussed, and a final ran kin;; is 
established. 

ControUinv, the vohimc 

We encountered three problems with the rank- 
ini; process. 



although tfie consolidated rankin^N en- 
compassed only two small divisions, stalf and 
research, the number of decision paeka>;es gen- 
erated overwhelmed top management's jiMliiy 
to evaluate them thoroughly and rank them in 
the allotted time. The two divisions comprised 
u\<i cost cemeis, in each o| which to :o pack- 

.i>;e> were identified, 

^Ci tuhi. managers had conceptual dilTicultv in 

raiikinn paeka;;cs they considered to be le>;jllv 

or opct.itionally obli>;atory. 

T/ij;(/, they expressed concern about their 

own ability to iudge the relative impoit.iiice of • 

dissiiihlar activities, c specially nt areas like statf, 

wheie almo>t all the packages rei|uited subiec- 

live evaluation and ranking;. 

The '.econd and ihird problems Caused little or 
i:o practical dirfieulty, for reasons that wtll 
shortly be evident. The first problem, however- 
that of volume -Was serious because in any ap- 
plicatitm of this technique the total volume of 
packages Was hound to increase greatly with 
each consolrdaiion, at each successive level. 

If the problem was serious, the soluiion was 
simple. To reduce the number of packa>;es to be 
reviewed m detail by successively higher levels 
of inana>;einent and to concentrate top maiia);e-. 
ment's attention on the lower ranked aetivines, 
a cutntf expense line was established a: each or- 
Kaiurational level, Manajjenient at that^evel 
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Packj^cs unkcd here %huulj drfimtclv hr 
hmJcJ |al lo ^jn»<v miriimuni opcfjtins 
IckjI tcquitcmcnl* r>t |b) becjuvc thcv hjve 
4 hlj^ prob4biIilv ol MKnifiCjnt imrjcl. 



Pjckjicr* unkcd here have ^ome tmiMile, 
hui fhe»c wpuld be the fim pjckj^M to 
cm if the fiml f xprnilniire level wr te reducftl. 

4^ DeciMon rxnl f'v/ rvr<*ni/Mitfr hvfl 

raekjRe^ tjt^ked hcff hjvc <nmc mmclr . 
Jiid thcw woulij l>e thr UrM p.icVjice> tn jJd 
it ihi; rojI f xpciiilltuic lcv.!l wctc iricieJ*ed 



fJckjKcs unkcd hrte should mu he 
»crinu4ly eonsidetcd, RiVen the ctirtent 
expendiiufc jstuli. 



then reviewed in dct.iil iiiul ranked only the 
decision packii);c> involving expenditures Mow 
ih;it cutoti hne in iiny detail. This proeess is 
"shown in Eshtht V. 

Piick.iKcs above l!ic eutotf line were, .nid in- 
deed should be. brietly reviewed ai each Mtcces- 
sivc level to pve nun a feel tor the en 
lire opcr.nion and 10 allow lOp niaiiaKenient 10 
vortiy n» its own saiisiaetion the relative impor- 
tance (it ihe paekaRe> above the cuiotl line vcr- 
MIS the ones below it-iliat is, the ones being 
studied in deinil and ranked. 

Since the int;»l nnniK'f o\ jMckages to he re- 
viewed does niciease ai ^^-aeh hiKher level, the 
cotol! line must be made more stnnKeitt at each 



higher level if the volume o( packages in be re- 
viewed ai Mtecessive levels i> 10 be kept under 
cunirol. 

Scttin}! the cutoffs 

In praciice. it is best to e.stablisli the cutolf line 
ai the highest consolidation level Hist, and then 
establish the cutoff Imes for the lower level*. 
The most effective way to establi>h this first 
cuioti IS tor management at the highest consoli* 
dation level to estimate the expense that will 
be approved at the lop level and then set ihe 
cutoff far enough beluw this expected expen>e 
figure to allow :hc desired trading otf between 
the divisions who>e paekago arc being lauked. 
Lower eonsolidaiion levels ilien .set less stringent 
cutoffs foi iheirown use. It is impoitant in iiou- 
that t/ievi? cutoff.? must i»<r set ivrorr.* cofKo/n.M- 
noil ijt imv Icvi'l begins 

At the highest consolidation level, for exam* 
pie. management might set the euioff at .*<o'-. 
This means that at this level-call it Level W- 
nianagement would glance over the package 
rankings handed up to it from Level C.-, skim otl 
the highest ranked ones until the expenditures 
lepiesented by ilu* skimmed packages added up 
to So'': ol hs: year's budget lor the areas in 
;|uestiont leview these packages for reas<»nable- 
ness; and then seriously scrutmire and rank the 
remaining, low-ranked, and more di.screiionaty 
packages into a eon<*^lidated series to be passed 
to tbv top. 

A; L'.'eel C. let us assume, a cuiorT line of ^o'^ 
had been set, Wh'.'.n Level D h.id handed up its 
rankings, management at Level C would have 
glanced over all the packages,- skimmed the top 
ones up to a total value oi 50'^ of last yeaiS 
expenditures in the areas in ^(Uesitonj eheeked 
fliese toi reasonableness; and then evaluated and 
v'onsohdated the rest in its ov.n. new ranking 
to he handed up to Level H. (Naturallv. emotl 



f.xhihu V. /7,-ctv;n;i /»<ifk.i5:f Mnkiijg cyc/r 
Lowest budgeted unit* 
(ctwt centerl 



Upper conioljdatiun level < 
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lines cm be expressed just as well in nhsolute 
dollars as in percentai;es.) 

Thus the conceptual dirficulty and concern 
that management initially expressed o\'er the 
ranking process proved to be unfounded. Man- 
agers did not concentrate their time on pack- 
ages that were legally or oj^srationally required; 
. rather, they concentrated on discretionary activi- 
ties. Note (liJi the re U» live order ot "reiiuired" 
packages is unimportant; even if these pack- 
ages fall below the cutoff at one level, they will 
probably fall above the cutoff at the next con- 
solidation level. 

Furthermore, manaj;ers die. not spend too 
much time worrv'ing whether Package 4 was 
more important than Package but only as- 
sured themselves that Packages 4 and 5 wcie 
more important than Package ts,and that Pack- 
age ts \vas more important than Package 25, 
and so forth. 

The ability 10 achieve a list of ranked pack- 
ages at any given organizational level allows 
management to evaluate the desirability of vari- 
nus expenditure levels throughout the budget- 
ing process. Also, this ranked list provides man- 
agement with a reference point 10 be used dur- 
ing the operating year to identify activities to 
he teduced or expanded if allowable expenditure 
levels change or if the organization is over or 
under budget during the year. 

Conclusion 

The decision-package ranking process is a gen- 
eral procedure for achieving zero-base budget- 
ing. It provides management with an operating 
tool to evaluate and allocate its resources effec- 
tively and efficiently, and provides the individ- 
ual manager with a mechanism for identifying, 



evaluating, and communicating his activities 
and alternatives to higher levels of management. 

As this process expanded from the stalf and 
research divisions to the manufacturing divi- 
siniis wttliin Tl, the general procedure and phi- 
lo.sophies remained the same, although ionie 
mechanical details of implementation (such as 
irfornfation and analysis required on each de- 
cision package, decision criteria used to evalu- 
ate and rank the packages, the level to which 
the packages are ranked, and so forth) have 
been modified to fit the specific needs of each 
nperatlon. 

This process was also adopted during t97o to 
identify and evaluate benefits and alternative 




expenditure levels and cash flows for major fa- 
eihty projects, with the subordinate rankings 
consohdated into one ranking for the entire 
corporation. 

Zeto-base budgeting is a flexible and power- 
ful tool. It has greatly simplified the budgeting 
procedures at TI, and brought about better re- 
source allocation to boot. We believe it is poten- 
tially useful to a great many cotnpanies in a 
greai many industries.- and, if our success with 
tt is any indicator, it will be applied widely in 
the future. 



Appendix: Aids for identifying packages 



To brcjk dnwn their department JcUvities into pack- 
ancs. managers should think in terms nf three hnwd 
cJtej;nties: service and support; cjpitJl expenditures; 
J lid !jbor. material, and overhead expenses direetlv 
associated with roanufacturint:. 

J. Service e' support packa^^cs 

These pjcka^os focus cm five kinds of subjects: peo- 
ple, projects «ir proRrams. serxices received, services 
prt)v!dcd. and cost reduction 



ri'ftpiV' provide the most common subiect fox deListon 
pjL-k.i>;es because ttiev both *pend mono' and create 
expenses tbrnu>;h their wages and salaries The sub- 
ject of .1 package is likely to be personnel in ati area 
where {a) eosts are predominantly people related, jb) 
people perform seveial tasks or functions attd a level 
of pervinnel effort Can be identified, or (cl the Junc- 
tion o: speciHc individuals cJn be eondensed or elimi- 
nated. The fotlnwing base packa>;e suiCRests a persott- 
nel reduction. 
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Decisiim package: Combined SjIcs M.inj);cr tor Repon A 
and Rcpon IV 

Cast: Sjs.ooo. 

Swnfmtni: Combine sale* rcRionx A jnd B inui otic tesion. 
chminjtins Sjlen Manager A. 

Bt'nffrr5: CoinbminK rvjiions sjvci cxi^cnscs nf Sjlcn .Man- 
JX" A and sccieury [Sjo.ooo^ 

Omsci;uenceA of non.j{»pn>vj/; The minJwr ioi the cum- 
bined rcj;»on will have 1cm lime for market Mirveyji Jnd 
pniblem solving fi)r ^mjlU'r customers, but nesativc sale* 
impact should be minimal due to sales levtlitiK and ex- 
pected economic slump for two ol the larReit cmturners 
in KfRion A. 

0 MaintJm ''ales manager in Region A at an ;idJitn»r -.l 
COM of t40,«jo (This miKht hJve been an incremerital 
package. ] 

0 Combine sale* tCRions A and C. 

PtoiccLi 01 pwi^imm arc likely to he thr packaRc topic 
where cosis arc Rcncraicd by personnel and services 
pruvided. The following package is an cxampU*. 

Pectiion pjckdRe: Automated Inventory System. 
Coif: Siso.ooo 

SUitcmrni: A ready-access, pcrrcrnal invuntory svstem for 
in-process and tinishud Ri».«ds Two ni,in \ears ut pio- 
Xrammet ertort are required, with tso.ooo expense fnr 
computet charges. 

■ 'Mm'fhs: This will redute production and shifpinR del.iys 
aue to siockouti, and tedute inventory levels by :<Tr 
The costs will be repaid in one vejr. 

,\frcfnjrncv 

0 Eliminate the system. Huwever. this would eliminate 
the stated benefits and waste ihe Sio.ooo already spent «n 
Uevelupnieni. 

0 Delay installation from September ty?! to Apiil-ry7i„, 
for a tio,ooo savings «n wtI- 

0 Eliminate the teadyaccesn capabili'V of iV-.e svstem 
[Ss.ooo reduction in package cost!, 

c> Expand the system to include raw matcrUJs tnventoty 
iSit.ooo additional cost). 

SciviCi's ri'cfivvJ is an appropriate suhjict wherever 
costs fur ber\*iccs received arc paid to soui» external 
to the manaser's area of activity. The manager should 
identify separate decision packages or include tSjese 
costs within other packages. For example, the follow- 
ing base packase for a iiuality control activity rep- 
resents ^ cutback to the minimal level in present 
service costs paid nut by the product X . production 
dcparrment. 

U^ciM'»n piwkdAe. Reduecd Oualitv Coiitiol fnt ptuduct X. 
Ciist. Sioo.ooo. 

Stiitemenf Inspect i^*/f of finished Roods for product X 
within one hour of assembly completum 



Hf.nctUs'. This sample will identify repetitive ptocess cr* 
tors and ensure •>o1 ptobabiliry uf customer acceptance. 
ConsCiHwtiCi'.'i of noncppwvjl: Greatly increased custom- 
er rejection and piobable sales lusscs; ptocess errors will 
etmtinue if the piescnl level of testing is reduced. 

.•llrj'injtivc.t; 

0 Increase sample tested to 3s7.. This will increase the 
probability nf customer acceptance to ysrr |5.^o,ooo addi- 
lionjl cost). 

0 Reduce sample to joT-. This will rediiec probability 
of cuMomer acceptance to Sore ISh.ooo reduction in pack* 
JSC cost). . , , . 

0 Rerain present level of testing aclivity, but delay in- 
spectiun to four hours alter assembly completion to re* 
duce peak lestuJK loads and overtime |*io,ooo delayed 
into next budger yeai). 

.Si-rvice.s pmvM is a helpful category wherever 
charges can be specified or estimated. If services are 
directly charged m the customers, the budget should 
be determined from a list uf packages developed in 
conjunction with and approved by the customer, tin 
some cases, of course, customers are too numerous 
for individual packages to be devebipcd tor cicli one, 
or perhaps custumers will nut assume commitment for 
any planned service level because of uncertainty.) If 
the customer is nnr directly charged lor services re- 
ceived, the service packages identified will follow the 
noimal ranking and review procedures. 

Cast Ti-lurtum, incidentally, is a kind of package that 
is useful when a cost incurred for receiving or provid- 
ing a service is not recovered during the same budget 
pe/iod, The net cost of the package should be shown 
as the total cost minus savings during the budget year. 
(If rhe cost is utfset in the same periinJ, the manager 
should incotpf)r.ite the reduction in the appropriate 
lice ) si on package.) 
— 2, Citpitiil expenditures prtc/cii.gcs 

Tbis category is chiefly useful for bteakiitg out major 
expenditures not included in other packages, This fre- 
quently occurs when (al capital projects have a long 
lead time, (bl benefit- '--il not be realised during the 
budget year, Id expenditure rates can vary, (d) prujects 
are deferrable, or (e) cash tluw problems require trade- 
ntfs between expense and capital dollars budgered. 
Capital package* may also conveniently identify ex- 
penditures related to cost reduction programs. 

Capital packages frequently identity variable ex- 
penditure schedules for meeting normal operating 
needs. The following package is an example. 

nccmnn ;»--ij)ic: Expenditure Schedule tor ExpandinR 
f)aHas Clitmital Facility. 

0,M- U miUion in rv7i. 4i s million in tv7J, So.< mil- 
lion rri lv7V 

Bvnrril^ *tnJ -.-on^C(7urncr.\ of nnnarprovaJ Marketing 
studies iustifv addinR capaciry ai this tare. 
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AhcrnativeM 

0 Dcby ncccssjry pUnt cxpjns'on tor six moni!»s hv 
^oinK M full-cjpjcriy opctjcion Ji cxi!>tinK ijcilitio nn 
SJtuidjy* ind SunJjys. 

0 Slip cxpcnilitiitc JnJ cbmplctiun schrJulcK 

0 Cnmprcsi consttuciion schvJulc JiiJ incur <t'r<' to 
lo^- Jccclcraiion picmium. 

0 Reduce capdctiy nn ihc chcmiCJl H(r)U>:c unks lo 
minitri'm rcqi''.rcmcnli iJaoo.ono rcJuciion in t»<ial pro- 
iccr co.t). 

Once mdnjf;cTS undci'it.mJ tIic iurmau they should 



7.cro baM' lMiJ>;vIin>; 

use, they can bcRin formuiatinj; pjckj^cs {or their 
iirciis ui activity. 

.1. Labor, nhiwriiii, ami ovcihciui c.\/vxi'.l'a; liiff'ct- 
}v lis.vnrv.uai with nhniuhcturin,'!. 

Ahliojuh the sctn basc cnncep' ^^'5' pmluhly nut jp- 
ply here, the manuf.\ctvinnK atej may ^ise deeM(tn 
p.ickjKes to idcnufy jltertwtives .ind diseretion.ity 
.letivitics, ;illiiwinK management ti^ r,ink the>e pack- 
a>;es wiih p.ick.i>:es identified for other hkhh. 
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Reprinted from Lyden and J^iller, Planning . 
Prog ramming, Budgeting; a aygfcflmg appY-r^p^r.v, 
to manaqefegnt^^ Chicago Markham Publ. Co. 
19677 " 

Comprehensive Vers^ Incremental Budgeting 
in the Departmeni of Agriculture"^ 

AARON WILDAVSKY and 
ARTHUR HAMMANN 

In the Spring of 1962, th« Department of Agriculture shun?cd aside tra- 
ditional methods of budgeting and attempted a comprehensive and. si- 
multaneous evaluation of all departmental programs. The purpose of this 
paper is to describe this experiment and to evaluate its results, especially 
as they bear upon the controversy surrounding incremental versus com- 
prehensive approaches to decision-making. After a brief description of 
the rival positions in this controversy, the procedures used by officials in 
thfi Department of Agriculture in comprehensive budgeting arc de- 
scnbcd. Then we attempt to determine the extent to which the intended 
objectives of comprehensive budgeting were achieved, and to describe a 
number of unanticipated consequences of using this approach. Wc con- 
clude with a scries of recommendations.^ 

THE CONTROVERSY 

Whatever else they may be, budgets are manifestly political docu- 
ments. They engage the intense concern of administrators, politicians, 
leaders of interest groups and citizens interested in the "who gets what 
and how much" of governmental allocations. Participants in budgeting 
use its political components as aids to calculation. They drastically sim- 



•Rcprintcd from Aaron Wildavsky and Arthur Hammann, "Comprehensive Versus In- 
cremental Budgeting in the Department of Agriculture;* Administrative Science Quarterly, 
10:3 (December 1965). 321-346, by permission of the author and publisher. Aaron Wi I* 
davsky is chainnan of the department of political science at the University of California, 
Berkeley. Arthur Hammann is a leaching fellow in psychology at the University of Michi' 
gan. The name of the junior author was misspelled as Hammond in the original article. 
.-. " 140 -^^..^ ^ 
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plify ihcir task by concentrating on the relatively small portion of the 
budget that is politically feasible to change. The previous year's budget, 
the largest part of which is composed of continuing programs=«hci prior 
commitments, is usually taken as a base needing little justification be- 
yond that offered in the past. Attention is normally focused pn a small 
number of incremental changes, increases and decreases, calling for sig- 
. nificant departures from the established historical base of the. agency 
concerned. Parts of the total budget are given to various administrative 
agencies, appropriations subcommittees, budget bureau divisions, and 
other interested parties for sp>ccial attention. This fragmentation is in- 
creased because all budgetary items are not evaluated together, but are 
dealt with in sequence by the various participants, so that only a small 
number of items need be considered by any participant at any one time. 
Heavy reliance is placed on receiving feedback from interested parties, if 
^ decision turns out to have adverse consequences for others. The exist- 
ing budgetary proc^, therefore; may be described as incremental, frag- 
mented, and sequential.^ 

A large part of the literature on budgeting in the United States has 
been devoted to a critique of the present process.^ Aids to calculation 
like the incremental method have been attacked as arbitrary and 
inefficient. The fragmented and sequential budgetary operations have 
been severely criticized for leading to a lack of coordination and a ne- 
glect of important values. 

Failure to consider the budget as a whole,, each item competing for 
funds with the others, has been characterized as irrational. Although 
many statements could be cited to show how long and how consistently 
these views have hozn held, only a few illustrations are presented here. 
Writing in 1924, E. HUton Young asserted: 

It must be a temptation to i^moing up an estinvite to stwe himself trouble by 
taking Jimt year's estimate fo/ gtsSHed, adding something to any item for which an 
increased expenditure is foreseen Nothing amid be easier, or more waslefiU and 
extravagant. It is in that way obsolete expendin*"^ is enabled to make its appearance 
year after year long after reason for it has ceased to 6^.* 

This often-repeated theme was echoed in ^.941 by Benton Riser: "Ap- 
propriations generally are built upon the basis of the preceding year's 
expenditure, plus or minus any known items of increase or decrease, 
without considering whether or not the past year's experience is the re- 
sult of efficient aiiid economical administration."^ Arthur Smlthie;: was 
more positive: **In general final expendiu.i^.N:r dccisiom should not be 
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made untH all claims on the budget can be considered"^ (italics sup- 
plied). 

These norms are still held by participants in budgeting. Maurice 
Sta-)S, who waii budget director under President Eisenhower, stated: 
'ViV^rr?' item in a budget ought to be on trial for its life each year and 
matched against afi the other claimants to our resources"^ (italics sup- 
plied)- The critics would prefer a budgetary process in which coordina- 
tion would be made the explicit concern of a central hierarchy; which 
^ould consider a wide range of alternative expenditures and investigate 
rather fully the consequences of each and the probability of their occur- 
ring. No item would be automatically included, and each would be con- 
sidered anew every year in the light of its relative priority compared to 
other items. Instead pf proceeding from a historical base, there would be 
no base at all; therefore, this comprehensive budget is called a "zero- 
base'' budget. 

While it is evidently possible to talk about comprehensive, zero-base 
budgeting, the question arises as to whether it is possible to put it into 
practice.^ This question cannot be shunted aside as unimportant, when 
one considers the constraints imposed by limited time and comprehen- 
sion, by the lack of theory to predict consequfsnces or means to calculate 
them Jully» by the widespread political consensus on many programs 
and the statutory necessity of proceeding with others, and by inability 
to resolve the perennial question of the comparability of different pref- 
erences held with varying degrees of intensity. A direct test of the com- 
prehensive approach has not previously been possible because (to the 
best of our knowledge) no major attempt has been made to try a zero- 
base budget. The effort or the Department of Agriculture to work with a 
zero-base budget in 1962 provides, thererore, a unique and valuable op- 
portunity to undertake a direct test of this approach. The analysis of a 
**deviant case" (when compared with the usual mode of budgeting) has 
special advantages in highlighting features of the budgetary process that 
might otherwise escape notice. Despite the disadvantage of working with 
One case, one can obtain insights from a close view of problems of 
budgetary calculation.^ 

The study is based on an extended scries of interviews, during the 
summer of 1963, with budget officers, directors or assistant directors, 
and staff people in nearly every agency in r.he Department of Agri • 
culture, as well as department level officials. We attempted to interview 
every person at a high level who was intimately involved in the zero- 
base budget experiment, and succeeded in interviewing at least one per- 
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son in all but two small agencies. Our fifty-seven interviews constitute 
an overwhelmingly large sample of the important men available for dis- 
cussion. All of the men interviewed were given an opportunity to com- 
ment upon a draft of this paper and to amplify their remarks to '.he se- 
nior author. Twelve rc-interviews were undertaken in order to check on 
disputed points. Questions in the paper represent a transcription of 
notes taken during interviews or, when indicated, comments in letters 
written in response to the first draft. 

PROCEDURES 

The origin of the experiment in zero-base budgeting may be traced to 
three circumstances: (1) The general climate of opinion favored com- 
prehensive budgeting. (2) A letter from Director of ;he Budget, David 
Bell, to the Secretary of Agriculture, Orville Freeman, suggested that a 
mdre comprehensive approach to budgeting was in order. Dated August 
16, 1961, the crucial ^ntence reads: "I think wc should in a real sense 
reconsider the basic funding for each program— 'justify from zcr£>' in the 
budgetary phase." (3) Freeman had a strong interest in budgetary prob- 
lems, which he had developed as governor of Minnesota.^® Comments 
like "The Secretary pushed this" or "The Secretary's interest was the 
motivating force" clearly indicate where department officials found the 
immediate impulse behind the proposal. 

When the decision was made to do a zero-base budget, staff members 
in the department's Office of Budget and Finance made a quick survey 
of the literature and discovered that although much had been written 
criticizing the traditional methods of budgeting and advocating a com- 
prehensive approach, there was little written about zero-base budgeting. 
After the staff members had consulted with leading department officials 
in order to get a clearer idea of the objectives, they began preparations. 

In April, 1962, the Department Office of Budget and Finance sent out 
"Instructions for 1964 Agency Estimates," which called for radical 
changes. 

A new concept has been adopted for the 1964 agency estimates; namely, that of zero- 
base budgeting. This means that all programs will be reviewed from the ground up 
fisid not merely in terms of changes proposed for the budget year. . . . The total 
work program of each agency must be subjected to an intensive review and 
evaluation. . . . Consideration must be given to the basic need for the work 
contemplated, the level at which the work should be carried out, the benefits to be 
recdved, and the costs to be incurred ... 



75 



68 



144 APPROACHES TO BUDGETING 

The fret thai certain activities have been carried out for a number of years will 
not, per sc, adequately jx^stify their continuation. Nor will the fact that programs are 
prescribed by statutory law necessarily be a controlling consideration. Program goals 
ba^ed on statutes enacted to meet problems or needs that are today of lesser priority 
rnt^t be re-evaluated in terms of present conditions. 

It is implicit in the zero-based budget approach that the need far programs and 
their recommended magnitude in the fiscal year 1964 be clearly and specifically 
demonstrated . . . The justifications should be prepared on the assumption that all 
[italics supplied] information needed for making budget decisions should be 
included^ ^ 

The instructions for preparing a zero-base budget required the agen- 
cies to make three major types of calculations: (I) justification of the 
nped for agency activities and programs without reference to congrcs- 
sif>nal mandate or past practice; (2) justification of the requested level of 
expenditure (fund obligations) based on the needs; (3) justification of 
the costs of the needed programs from the ground up. How did agency 
officials react to the demands placed upon them by the zero-base 
budget? How did they go about putting together the huge amount of 
information they were required to submit? 

Application of Zero-Base Concept 

All the agencies had serious difficulty in conceptualizing circumstances 
in vvhich there were no legislative mandates, no past commitments, no 
c'of^sideration of items to be included because other participants in the 
budgetary process would demand it, no programs for which support 
could not conceivably be expected; in a word, no history or learning 
based on that history. The words of one official, "Justifying the whole 
program is silly; it just equals rehashing the original legislation" were 
echoed by many others. So the agencies either assumed or quickly de- 
cided that their programs were needed. Many programs were justified at 
least in part by references to the language of their enabling legislation, 
despite the statement in the instructions that this would not be an over- 
riding consideration. Besides pointing to statutory rcrjuiremcnts, the 
agencies ga» >^ priority to showing how their program met objectives of 
the Kennedy-Freeman program: increasing recreation facilities, aiding 
loW-income groups, and generally advancing rural development. This is, 
of course, what the agencies would usually have done in justifying their 
budgets, except that 'mpre detail and greater documentation were pro- 
vided. Furthermore, time was" jSrecipus and in short supply. "We didn't 
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have time to analyze much" was a typical comment; reflecting the ten- 
dency of efforts to be channeled into the large and pressing task of com- 
piling supp(irting data. 

One budget officer estimated that a "real examination" of the need 
for the programs carried out by his agency "would take at least a year." 
As a result, he explained, the continuation of major programs was not 
re-examined. 

Agency people were far more concerned with the level of their pro- 
grams than vkdth whether there was a need for them at all. One stated, 
"We told our program people, 'These arc the areas Congress has author- 
ized us to participate in. Which need to be implemented in your state, 
and at what level?' "; and even here, "Mostly this was a justification of 
what we had." Program ofEcials reported, apparently without realizing 
the implications for the theory behind the zero-base budget, that in pre- 
parkig estimates, "We had to start from the previous year, then deter- 
mine what increases we\vanted for 1964." "Each staff" officer reviewed his 
oflice. We all decided we needed what we had. Then we decided wheth- 
er to ask for increases." The calculations involved in determining the 
precise figures were described by an agency head in terms generally ap- 
plicable throughout the department: "In the matter of preparing budget 
estimates, the dollar emphases (priorities) arc intended to represent a 
program which represents what the Secretary and Congress want to give 
emphasis to at that time. The dollar figures represent a compromise 
among the guidelines given by the need for the service (what the public 
has asked for), the wishes of the President and Secretary, and the indica- 
tions given by Congress at 'Hill' hearings (*hold the line on this program 
next year!')." Other officials mentioned certain limiting factors— the 
availability of trained personnel or physical resources, which set upper 
limits to what they could do. It is apparent that agency people reduced 
their burden of calculation by actively seeking guidelines or constraints 
—what Congress would approve, what the statutes required, what could 
be done with available personnel and resources. The major calculating 
device was to take the budget of the past year or two and then consider 
increases or decreases. 

Since the zero-base budget was designed to avoid this incremental 
procedure, we challenged the respondents to explain and defend their 
approach. Not all were aware at first that they were following an in- 
cremental procedure. At times the respondents became agitated: 
"You've got to start 'from where you are!" Two main grounds were ad- 
anced in support of this proposition. First, they knew most about their 
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present status and could make some reasonable estimate of the effect of 
more or less money for particular programs. But they did not know 
what drastic changes, such as eliminating their programs, or cutting 
them in half, or doubling them, would mean: **Increascs or decreases are 
about all we can swallow." Such comments were reinforced by observ- 
ing that at department budget hearings, agency representatives were 
typically confronted with the same kinds of increase-decrease statements 
as in previous years: **How many people do you have now? What did 
y.ou spend for that lasV year? What do you propose to do with the extra 
^ funds?" 

The second argument was that the whole procedure was unreal. Why 
such a great effort for 3 procedure which nobody with exjDcriencc could 
believe would lead to any significant results? Everybody knew that cer- 
tain programs were mandatory, others could not be modified, still others 
had to be supported at approximately their current level, unless the 
President and the Secretary were prcp^^red to make many more enemies 
than appeared to be the case: **We knock our heads against the wall 
and then we know it will all turn out the same." All this "waste of time 
and effort" when they might have been working on programs they 
could really do something about. 

Considerations such as these were not entirely absent in the instruc- 
tions for the zero-base budget, where one statement was: "One of the 
department's objectives will be to reduce over-all net expenditures for 
the Department of Agriculture in 1964 and subsequent years below pres- 
ently estimated levels for 1962 and 1963." If the agencies were expected 
to make a fundamental analysis of the needs for their programs, regard- 
less of budget changcsv such an admonition would seem superfluous.^^ 

'*My first reaction v,*£ to jump out the window," an agency budget 
officer revealed. As the agencies began work to justify the cost elements 
in their estimates, however, the initial difficulties were forgotten in the 
attempt to meet the requirements set down for the zero-base budget. 
Those agencies whose activities or experience lent themselves easily to 
work-load analysis reacted differently from tho.se whose activities made 
this procedure imp>ossibIe or inappropriate for them. An agenc'y with a 
well developed and widely accepted mode of work-load n;easurcs could 
meet the requirement that expenditures be justified from "the ground up" 
by attaching an explanation to tables of work-load statistics, supporting— 
the expenditures. As one budget officer put it, *'Work-load data is great for 
us. We're pioneers in this area. We'd been developing this data for 
years." A high-ranking official was explicit in stating that in his agency, 
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"the zero-base approach made no difference, because to meet rapiiJfy 
changing conditions, we're always preparing our budget zero-base style. 
Economic assumptions lead to size of exp>ected program (required by 
statute), which leads to cost on basis of previous staffing and material 
needs. We don't know what the estimate will be until it pops out of the 
calculating machine." 

For the agencies which did not or could not use work-load data, cal- 
culating the expected level of expenditures (budgetary obligations) in 
zero-base style was much more difficult, and the responsible officials 
tended to react much more negatively. "I don't know of any budget 
officer who liked zero-base budgeting," was a typical comment. "Work- 

' load data is inappropriate for us," they explained. "It's not like building 
a bridge or something— you don't have *units,' you have subject matter, 
and it is very difficult to know how many technical people are needed." 

" Unable to talk in terms of so many applications processed, operations 
p)irformed, or similar /neasures, the agencies with no work-load statistics 
had to find a substitute. In some cases an explanation of the problem 
was made, and the proposed levels of expenditure were justified by proj- 
ecting the rate of growth of the previous few years into the future. A few 
agencies tried to develop new ways of dividing activities, although they 
did not thmk this realistic and expected no benefits from what they 
called ''arbitrary categories." Developing supporting data meant 
breaking down costs differently and engaging in many hurried calcula- 
tions without the feeling that something positive would result. As a re- 
sult, these agencies were overburdened with work in which they had lit- 
tle confidence, although they did manage to submit estimates which 
were as much as ten or more times longer than previous ones. Six weeks 
after the instructions for the zero-base budget has been sent out, twenty- 
five sets of binders representing agency estimates, most taking up three 
feet of shelf space, appeared in the Office of Budget and Finance. "It 
nearly created a surplus storage problem," one official remarked in a 
pointed bit of humor. 

Comprehensiveness of Zero-Base Approach 

"Theoretically," a department official said, "a zero-base budget is a way 
of evaluating needs and priorities more systematically and comprehen- 
sively than usual." How did the officials at the department leveP^ analyze 
the voluminous material presented. Did they try to evaluate the relative 
meritS'Of every item or program compared to every other? -What proce- 
dures were actually used in making agency allowances? 
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The main problem was lack of time. "We knew we were getting into 
" something horrendous," a respondent declared, "and it; was obvious in 
advance that it would be impossible for kll of us to analyze the material 
at all stages. The range of decision-the number of decisions to be made 
-increased almost infinitely. Although individual steps of the process at 
the department level were the same as always, this made such a quanti^ 
tative difference as to amount to a qualitative one." Another official ob- 
served: "The stuff the agencies submitted was very complete, obviously 
too bulky for the Secretary himself to wade though." More direct 
confirmation came from an authoritative source, who said that the Sec- 
retary "didn't read a great deal of material; he only has time for sum- 
mary material." But he did spend more time than before on the budget. 
Of the eight members of the Budget Committee of the Department-the 
undersecretary (chairman), six assistant secretaries, and the Director of 
Budget and Finance-it is doubtful that more than one or two actually 
had time to read all the material submitted. That the zero-basc budget 
came up during the Billie Sol Estes episode and at a time when the ap- 
propriations bill was seriously behind schedule iri Congress may have 
added to the time problem. The consensus, expressed by a high depart- 
ment official was: "There was too much material in the zero-base 
budget for us to digest and use. I haven't read it all." What, then, did 
they do with the material they could read and digest? 

The crucial question centers around the degree to which comparisons 
were made as to the relative desirability of programs spanning several 
different agencies. Nothing approaching a comparison of every program 
with every other (or of most programs with each other) was made. On 
the contrary, the majority of comparisons made by department officials 
concerned programs and activities within individual agencies. An official 
explained: "Questions at department hearings were in the same catego- 
ries as usual-Why this program? Why this level? What would alterna- 
tives cost?-but in more detail. In analysis, we didn't consider why sixty- 
five rather than sixty-four or sixty-six man-years for project X, but why 
three times as much for project X as project Y." Only in a few cases in- 
volving closely related programs in different agencies, where this had 
been the practice, were comparisons made across agency lines. In fact, 
most of the analysis, as in previous years, dealt with the justification of 
an iridividual program at a particular level of expenditure. "Unavoid- 
ably," a department official revealed, "we ended up talking about how 
much more, about increases. Budget people seem to talk about a budget 
request of $5 million when actually that's just the increase." 
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When wc faced him with these findings a department official declared 
that: 

The ideal of a zero-base budget is actually impossible: It would require 
investigating why each research lab is where it is (which is tough to trace), giving 
an objective measure of how tmuh can be justified for research in a given area, etc. If 
you have the type of program where you can idmtify units of work, budgeting on 
zero-base is relatively simple. But in a case like the Department of Agriculture, that 
oflen doesn't work. Our activities are so varied as to make quantitative comparisons 
between programs impossible. I don't agree that just because we put emphasis on 
increases, no one pays attention to the rest of it. IVe are always evaluating some 
programs in a basic sense and always trying to make improvements in management: 
If we do [place emphasis on increases] it's because that's the way expropriations 
committees like to operate. 

This official and others appear to be saying (1) that they do not know 
how to make the calculations required for a zero-base budget; and (2) 
that a comprehensive approach is not necessary, because they do, from 
time to time, investigate various programs intensively, within the limita- 
tions of their time and knowledge. It is clear that those who would like 
<: zero-base budget will have to show how it can be done if they wish to 
sec it put into practice. 

THE STAFF 

Those engaged in analyzing the budget at the department level did 
make a serious effi)rt to avoid increase-decrease analysis. "Naturally," a 
staff man explained, "we were interested in the fact that a program 
would be a new investment; that fact might raise or lower [its] priority. 
But increases and decreases as such were for the Bureau of the Budget 
[and later for submission to Congress]; they weren't even included in the 
detailed justifications." Tliis procedure raises a question of some interest. 
If) as we have seen, top officials manifested a preponderant interest in 
increases and decreases for the purpose of making recommendations on 
the budget, what purpose was served by providing them with different 
kinds of data and analysis? 

When this question was posed to department people, they began to 
alter the rationale they had originally offered for the zero-base budget. 
Two major lines of thought developed. The first professed to see in the 
zero-base budget a combination of psychological reassurance and strate- 
gic utility: "There has been a great hue and cry about the size of the 
agriculture budget. The puipose of it (the zero-base budget] is to reas- 
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sure, if we can, the Secretary, the Director of the Budget, the members 
of the appropriations committees, that money is not being wasted and 
that it is being used to carry out only the most important projects in 
work that furthers the national interest." Although related to the first in 
its emphasis upon the psychological aspect, the second post-hoc rationale 
leans on the benefits to be derived from any radical change in habits of 
work and thought. "We were interested," the proponents of this view as- 
serted, "in the zero-base budget as a therapeutic device for agency and 
budget people. It's easy to get into the habit of doing things the same 
way. Starting out with the idea that nothing is sacred is therapeutic in 
itself. Any device which will encourage f>cople to give a deeper and 
broader consideration to operations will lead to better understanding of 
what is going on and of areas where improvements might be made." 
Note that the focus has shifted from external phenomena like com- 
prehensive calculation from the ground up, from analyzing programs 
comparatively, to internal psychological states like breaking up people's 
habitual patterns of thinking and reassuring leaders. To what extent did 
"better understanding" lead to improvements? Consider the conse- 
quences of the zero-base budget for budgetary decisions within the de- 
partment. What difference did it make in the kinds of decisions made? 

INTENDED OBJECTIVES 

The major purfX)se of the zero-base budget was to examine all pro- 
grams at the same time and from the ground up to discover programs 
continuing through inertia or design that did not warrant being contin- 
ued at all or at their present level of expenditure. Money released by the 
discovery of these "obsolete" programs could lead either to a decrease in 
the over-all size of the funds requested by the Department of Agri- 
culture or to a more rapid expansion of the highest priority programs 
than was possible under the traditional incremental approach to budget- 
ing. In brief, detailed information about all programs would for the first 
time be available in one place at one time for departmental review. As a 
result, relative priorities of total amounts for all programs could be con- 
sidered, not merely amounts of increase and decrease for some programs. 

We therefore asked each respondent to tell us whether any decision 
made by him or by others could in any way be attributed to the zero- 
base budget. Did the agency or department officials recommend 
different programs, different amounts for programs, or distribute funds 
among programs differently as a result of the zero-base approach? For 
the most part, the answer was negative. 
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Most statements were variants of "I don't think it made a damn bit 
of difference," or, "I don't think anyone would honestly tell you that 
they changed their budget." Agency personnel continually reiterated 
their doubts that the department was adequately staffed to digest the 
Vast amounts of material. Asked for evidence, the respondents usually 
replied that, "The. figures we put in have never been referred to as far as 
I know" or, "It [the zero-base budget data] was sent across the street 
[where the dcpartroent offices arc located] and we never heard of il 
again." In a few cases the respondent hedged: "I don't know that I per- 
sonally learned anything new or different, but ... I suspect it did makjt 
some difference, but I'd hate to have to prove it." A couple of times 
an exceedingly small change was reported though not without quali- 
fication. Although there was "no difference in the over-ali amounts re- 
quested or received from the department, analysis did lead to the transfer 
of $20,000 among programs. This analysis was, however, pb nncd before 
the zero-base budget. . ! ." An excess expenditure for filr?> in one agency 
was also mentioned. In one instance a department of?<?al asserted, "I am 
confident that decisions were made which would nc^i have been made or 
even considered in the absence of a zero-base budget." He could, how- 
ever, give only one sp>ecific change— a reduction of $100,000 in an obso- 
lete research program. The paucity of changes attributed to the zero-base 
budget is evident in the fact that this change was brought up repeatedly. 
(Many officials said they had heard of a change somewhere, but it always 
turned out to be this same change.) Another department" official insisted 
that the zero-base budget procedure was not useful in "ferreting out aH 
sorts of dark and sinister things that shouldn't be done, which would 
tuFn 1^^^^ Oiir gci'tcral concliision can be stated in the 

words of a person in a position to get a general view: "Some butterflies 
were caught, no elephants stopped.'* 

There are a number of explanations for the paucity of changes. First, 
as an iiC.cncy official put it, "Budgeting is continuous." Individual pro- 
grams are constantly being evaluated. When authorizations run out, 
new studies are commonly undertaken and new justifications prepared. 
A change of party in the White House or the apf>earance of a new agen- 
cy head often results in the re-evaluation of some programs. Interest in 
Congress or the Bureau of the Budget, demands by clientele groups, and 
changes in the economy or in technology may lead to intensive analysis 
of specific programs. These take place in addition to periodic reviews 
scheduled within the agency in order to adjust to changing circum- 
stances. Second, some of the department's programs have always been 
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budgeted more or less irx :fcC?'0-basc fashion because their operations lend 
themselves to quantificatwt. These include the price support programs 
of the Commodity Credit Corporation, which make up the largest single 
item in the budget. For such programs, justifying a 5600,000 program 
and justifying a 5100,000 increase in a S500,000 program amount to 
much tise same thing: Therefore the reqJiW^^ coming from the agencies— 
certainly a major determinant of what departmental officials will ap- 
prove—were quite similar t thoSv of previous years. Third, it is ihe re- 
sponsibility of administrate - \o ser that resources are expended for the 
programs they believe hav„ .ughcst priorities. The head of one of 
the larger agencies indicated that when he goes to Congress with a re- 
quest for an increase in his agency's budget, he must always be ready to 
admit that the increase will finance work of lower priority than is al- 
ready being done; otherwise he will be criticized because he has not al- 
reaay transferred funds to the higher priority activities. Nearly all agen- 
cies have many more programs than they can undertake or expand with 
the funds they have or are likely to get; they are not likely therefore, to 
allow an obsolete program to continue to drain resources from programs 
they deem more worth while.*"* Even those interested in expanding their 
organizations can seek expansion of those programs they believe most 
worth while. 

The main reason that budgetary outcomes were not very diffeivrnt, 
however, is that the process by which budgets are calculated ^nd 
justified is only one— and by no means the most imp>ortant— determinant 
of program size, distribution, and content. Budget officials, particularly 
at the departmental level, continually qualified their remarks by saying 
that, after all, '^The zero-base" budget "didn't affect the' basic ~^eco no mic 
and political facts of life." There are mandatory programs like price 
supports for 'vhich expenditures must be made and which cannot be 
easily altered. The level of programs may depend a great deal on the 
state of the national economy (for service programs), on the existing 
state of knowledge and the availability of trained personnel (for research 
programs), and not on how programs are analyzed or written up. As 
many officials pointedly remarked, "Decisions arc made on criteria other 
than the justification of the program itself. Frequently the figures arc 
based on judgment factors of what the environment will pcrmit'taken in 
total." Whether political suppwrt exists for a program depends on party 
alignments in Congress and the executive branch, the preferences of the 
President, Director of the Budget, members of appropriations commit- 
tees and other officials, and the activities of clientele groups. Budget 
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people arc well aware, for itxample, that the best possible justification 
may have little influence against a powerful budget-cutting drive. These 
factors Hnd no place in the zero-base approach; therefore in a budgetary 
system in which there is necessarily much emphasis on **what will go,"^^ 
a zero-base approach wUl not necessarily make much difference. 

Although there was widespread agreement that the zero-base budget 
did not significantly affixt outcomes, nearly half of those interviewed 
commented quite favorably on the experience after it was over. Was this 
merely a show of bureaucratic loyalty or were there other reasons for the 
favorable attitude? This unexpected finding led us to ask funher ques- 
tions, which produced perhaps the most interesting findings in the study. 

UNANTICIPATED CONSEQUENCES 

Activities may have outcomes which are unanticipated, even unper- 
ceived, by the participants in the activity.^^ The preparation of a zero- 
base budget resulted in'a number of unanticipated consequences, which 
were probably more important {and certainly more interesting) than its 
expected results. : 

One of the difficulties faced by reiSective people engaged in budgeting 
is that they hold implicit beliefs about desirable methods of calculations 
—comprehensive and simultaneous evaluation of means and ends being 
considered lynonymous with rationality— while ihey practice quite 
different— in;.. emental and sequential— methods. For the large minority 
who expressed positive feelings about zero-base budgeting, the experi- 
ence appears to have satisfied a longing to believe that they were pro- 
ceeding according to the canons of rational methods of calculation. 
When asked why they liked zero-base budgeting, they wduld^^^^^^^^^ 
describing the method and pronouncing it good: "Considering every- 
thing from the ground up at the same time is, well, good, the right way 
to do it, and not just letting things grow like Tojasy." "The major 
benefit may well have been the much more intensive, thoroughgoing re- 
view, from the bottom up." But if the zero-base budget did not lead lo 
changes, did they perhaps learn more? 

Here there was a sharp split in the responses of the large minority 
that approved of the zero-base budget. Some respondents claimed that 
they learned nothing new; they had known about all their operations 
before. How, then, was the zero-base budget helpful? Agency personnel 
answered that the department people must have benefited; department- 
level personnel answered that agency personnel had benefited. "The zero- 
base budget," said an agency man, was "enlightening to department 



85 



78 



154 APPROACHES TO BUDGETING 

officials who reviewed it. To us ii was just an exercise.'' ''We knew what 
was going on," deparlmenl officials would say. "It was helpful in the 
agencies. I can't prove this, but I have no doubt that things turned up 
in the agencies thai were never passed on." A variant of this argument 
was taken by an agency head: "I don't know that I personally learned 
anything new or different. But some of my staff who prepared material 
for me had clearer presentations than in other years." For these officials, 
the zero-base budget was good because it benefited other people. 

The rest of the administrators who were favorably disposed toward 
zero-base budgeting did feci that they learned .something new. Without 
exception these p>cople had been in their positions less than three years 
and had not yet discovered how useful participation in budgeting and 
perusal of budgetary material could be in adding to their store of infor- 
mation. "I think cver>*one came out of this process with a great deal 
more information than they'd ever had before," a new appointee declared. 
"I wenl throufi^h all of the material, spent more time on budgeting than 
before [the previous two years], learned more about the .scope cf opera- 
tions." Like others in his position, he knew* what programs were being 
undertaken, but in some cases he had not realized the full extent of the 
operations until he read the budgetary data. 

If this was the case, why did the.se officials not make use of tl.N. knowl- 
edge they had gained to alter their preferences or otherwise make some- 
what different decisions? An important clue was fu.nisht*d by ont? of 
these "learners" who remarked: ''Some of these thi;.;gs } v -didn't h.ivc- 
needed to know." Indeed, further questioning revealecl that much of 
what was learned was simply not appropriate to th? kinds of choices 
avail able"lo"lhese men or, at least, was not perceived by them as be in 15 
relevant in the context in which they operated. 

Those who disliked the zero-ba.se budget co/rjplaincd that i:hcy hati 
done a lot of extra work, yet nothini^ had been changed ^r^ a ntst ■? of 
their endeavors. Far from being unhappy at the absence of significant 
changes in their budgets, however, those who liked the ze»o-tv>ise budget 
seemed to find positive advantage in thi.s circumstance. One official ex- 
plained, the zero-base budget was good becrause "it tendcH to confirm 
what you had 1 noti.:;n of otherwise." It felt good "to s-';.:.ify yoarstlf 
that youVe doing a conscientious job," said another official "instead of 
following the inevitable least resistance, less r^ecp analvsi.s. of the in- 
creases and decreases approach." The happy coincidence of nuikint' 'p 
a proper budget was a morale booster. Before they ha^' .omt «o th-r de- 
partment they had heard complaints that many of its pn)^ranis wm* 
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wasteful and unnecessary. Now that it had been demonstrated in detail 
just what the Department of Agriculture was doing and why, they were 
more certain of the necessity of the programs for which they were respon- 
sible.*' The strength of this feeling may go a long way toward e.\plain- 
ing their favorable reaction to tl^e zero-base budget and all its extra work- 
even— indeed, especially when fev,r changes ww made as a result of it. 

The zero-base budget experiment had focvvcd attention on the budufct- 
ary process. For the first time in many yeai^, a Secretary of Agriculture 
had attended department budget hearings and had made it known that 
he considered budgeting of primary importarfCe, As a result, many 
officials informed us that, 'Hliere wa.*: a higher interest in budgeting 
than ever before." Much more time was spent on budgeting: "I worked 
ninety hours a week and still didn't have nearly enough time." tre- 
mendous number of man-hours were involved. I spent at least twice as 
much time on budgeting this year, lots of Saturdays and evenings." 
Budget people discovered that their function was rated more highly as 
program people became more involved in budgeting and were **forced 
... to sit down and justify their programs." And, as program personnel 
worked on budget justifications, they liked the feeling of being more in- 
volved in ihcxr activities regardless of whether thci' wanted to change 
them. They might well have learned-as much (or more) in other years if 
they had sprnt as much time and energy on budgeting. The zero-base 
approach hatv' value here not so much becau.se it was neces.sarily a better 
way of plarrning a budget, but because it was a different one which 
prompted them to focus their attention on budgeting. 

\ large part of the felt benefits of engaging in zero-base budgeting 
- may stcmr therefore, from the well-known Hawthorne eflfect^^ in which 
the content of the experiment is less important than the fact that the 
sense of importance of tho.se engaged in the experiment is enhanced. 
Create// interest and attention is devoted to the activitv in question and 
the people who engage in it. Consequently, they feel that others are 
more intercned in them and that, perh^v ;*neir problems are in some 
sense better understood, regardles5; of whc-. ="jejr this understanding is objec- 
tively real or leads to specific consequences for the pattern of decisions. 
Thus agency people felt good at being able to educate their depart- 
mental superiors. Top departmental officials believed that the zero-base 
approach helped agency people see their work in perspective. Through 
being compelled to justify the existence of their agency's programs, they 
would see how it fit into the total operations carried out by the Depart- 
ment of Agriculture. This line of reasoning, may help explain why many 
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officials were certain that the zero-base <Sipproach had helped people at 
other levels in the hierarchy, even if they were unable to suggest any 
way in which it had helped them. 

Political Use of Budget 

Our analysis would not be complete without noting that the zero-base 
method of budgeting— whose advocates present it as-a means of focusing 
on costs and benefits rather than on political maneuvering— was used for 
strategic purposes, thereby enhancing its appeal to some officials. They 
" felt that the zero-base procedure was useful in dealing with the Bureau 
of the Budget and the appropriations committees. "We've examined 
these requests from the ground up," they v/ould say in justifying their 
requests as "solid" and not subject to cuts. By stating that the desirabili- 
ty of changes had emerged from the zero-base analysis, several officials 
had the opportunity to call attention to changes they had wanted in 
previous years. In this way one agency was able' to get approval for 
building funds denied the previous year. In general, the zero-base experi- 
ment helped those who had previously decided they wanted to review a 
program by providing them with an excellent reason for not delaying 
the review. Resistance to providing essential information was overcome 
to some extent because top agency officials "were armed with weapons 
which forced . . . the disgorging of the information they needed to get. 
, . . This is often like pulling teeth." And having proposed the change 
Ihey had in mind, the responsible officials could use the belief that the 
fzefo-basc approach was more rational to make their colleagues more 
amenable to the change. 

ASTtude Toward Zero-Base Budget 

No one suggested that the zero-base approach be followed every year. 
Among those who felt that the experiment should be repeated, the most 
common suggestions were: ''not every year periodically," "at intervals, 
every few years," or "every five years or so." Since new officials would 
stand to benefit the most, such officials rea.soned, a zero-base budget 
would be useful only with changes in administration. Another view was 
that budgets changed little from year to year, so that an annual zero- 
base budget would result in "duplicating the same pages." The authors 
were cautioned to "remember that the budgetary process is not the only 
derision-making process for setting policy. Parts of operations are con- ^ 
sidered through other channels all the time." The general conclusion 
was that the zero-tasc method m^^^▼ht be useful every five years "for a ref- 
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erence document," or "to find out where you are now," or so "we'll have 
a more recent base." It is apparent that even those who found some, use 
for the zero-base approach began to assimilate it to the more familiar 
incremental method. They would use it from time to time to "take in- 
ventor>'," as one put it, and then take their bearings for the immediate 
future from that date. 

RECOMMENDATIONS , 

No one, least of all the authors, would claim that an innovation like 
zero-base budgeting, which was confined to a single department for a 
single year, can be conclusively evaluated on the basis of this experience 
alone. Since this was the only experiment of its kind, however, it seems 
desirable to attempt at least a tentative appraisal. The first conclusion 
would be that comprehensive budgeting vastly overestimates man's lim- 
ited ability to calculate and grossly underestimates the importance of 
political and technological constraints. The required calculations could 
not be made and would not have led to substantial changes. As a result, 
a great deal of effort went into zero-base budgeting with few specific 
changes attributable to this costly method. 

Had much more time been available, it might have been possible for 
the department to develop work-load measures for more programs. With 
more time anvi experience, the initial confusion might also have been 
overcome; but the basic problem of the zero-base budget still would not 
have been solved. In order to compare activities on a department-wide 
basis under a zero-base budget, the top officials would have had to de- 
velop categories cutting across agency programs, together with methods 
of relating their coils and' benefits7 Pr«^ of "calcubtion are 

not equal to this task. 

Failure to consider the contributions of the existing budgetar)' process 
toward calculation distorts the magnitude of the problem. New pro- 
grams and substantial increases and decreases in old programs do re- 
ceive close attention. The political system opens up subjects to special 
scrutiny as interest groups, politicians, or bureaucrats, demand an inves- 
tigation. What escapes scrutiny is not the whole but only certain parts, 
which carry on much as before. The fact that certain activities do not 
receive intensive scrutiny is hardly reason for repeating everything every 
year. Indeed, we would argue that attempts to do everything are not 
only self-defeating, they arc inefficient in diverting resources from tasks 
which can be managed and give promise of some results. 

We advocate following an incremental approach, making use of the 
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division of labor in government. Attention may be focused on those ac- 
tivities which do not change much from year to year, since these are the 
ones that may escape periodic review. Since they do not alter radically, 
a thorough review every four of five years ought to be sufficient. Nor 
need any one organization do it all. Department budget offices, the bu- 
reaus themselves, the Bureau of the Budget, and the House and Senate 
appropriations subcommittees and their investigating staffs, might use 
sampling techniques so that they review a few programs oi this kind ev- 
ery year.^° The results could then be used to see if more activity was war- 
ranted the next year. In this way a large part of the problem may be met 
while adding a little to the burden of calculation for any one participant. 

Narrowing, fragmenting, and dispersing these budgetary reviews has 
considerable advantages from the viewpoint of encouraging experimen- 
tation and innovation. Because no participant is overburdened, the most 
thorough analysis is facilitated. More active participation by high-level 
officials is encouraged because the material to be considered at a given 
time is not overwhelming. As the knowledge and interest of top officials 
is fed back down the line, the significance of the activity and the impor- 
tance of those who engage in it is likely to be enhanced. If these reviews 
can be freed from the jTcak periods of the formal budgetary' cycle, the 
absence of immediate deadlines may encourage speculation and experi- 
mentation, while the increased probability of hierarchical superiors hav- 
ing time to listen would give promise that the efforts might lead to 
tangible results. The variety of organizations involved should also lead to 
consideration of a broad range of values and perspectives. 

Although it may be useful at times to compel alterations in customary^ 
modes of analysis, there are possibilities other than comprehensive 
budgeting. One could move in the opposite direction and tr>' a more 
radical version of incremental budgeting."* Instead of doing even a min- 
imum amount of budgeting for programs that change little from year to 
year, these programs might be neglected for several years and efforts o\ 
the agency might be devoced to only a few major programs at a time. 
By shifting the emphasis every few years, it would be possible to direct 
the agency's efforts toward those programs that are undergoing the 
greatest amount of change and in which it is feasible to effect changes. 
Attention would thur be directed at those parts of the agency's budget 
which promise the greatest results from intensive analysis. 

NOTES 

'We would like to thank the many officials in the Department of Aqri- 
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culture whose generosity, time, and knowledge made this study possible. 
Thanks are also due to Rufus Browning, Jesse Burkhead, Tom Blaisddl, 
Richard Fenno, Irvin^j Fox, Frederick Mosher, Nelson Polsby, Allen 
Schick, and Larry Wade for criticizing various drafts of the manuscript, 
but we alone are responsible for the work presented here. The work was 
done while the senior author was a research fellow at Resources for the 
Future in Washington, D.C. The term ''agency'' refers to bureaus and 
other sub-units in the Department of Agriculture. 

-See Wildavsky, "Calculations" in Thf Politics of the Budgetar}^ Process 
(Boston: Little, Rrown, 1964), ch. iz, pp. 6-62. 

^See, for example, W. F. Willoughby, The Problem of a National Budgft 
(New York: D. Appleton, 1918); A. E. Buck, Public Budgeting (New York: 
Harper, 192S): Commission on the Organization of the Executive 
Branch of the Government, Budgeting and Accounting (Washington, D.C: 
U.S. Gov't. Printing Office, 1949); Je.sse Burkhead, Government Budgeting 
(New York: Wiley, 1956); Arthur Smithies, The Budgetar}^ Process in the 
United States (New York: McGraw-Hill, 1955); and Edward A. Kolod- 
ziez, ''Congressional Responsibility for the Common Defense: The Mon- 
ey Problem/' The Western Political Quarterly, 16 (March 1963), p. 
149-160. 

•^''Quoted with evident approval by A. E. Buck in The Budget in 
Governments of Today (New York: Macmillan, 1934), p. 172. 
•^''Some Shortcomings of Present Budgetary Practice.'' Toward Better 
Budgetipo (Detroit; Governmental Research Association, 1941), p. 6. 
^'Op. Cit., p. 16. 

*U. S. Senate. Committee on Government Operations, Subcommittee on 
National Pol icy- Mach i nery , Hearmgs Organiz ing for National Sjecuriiy: -T^he - 
Budget and the Policy Process, 87ih Con.^ess, Is*. Session, 1961, p. 1 107. 
^David Braybrooke and Charles E. Lindbloni^ A Strategy of Decision (New 
York: The Free Press, 196.'^); also Lindblom's "Decision-Making in Tax- 
ation and Expenditure," in Public Fmances: Needs, Sources, Utilization (Prince- 
ton: National Bureau of Economic Research, 1961), pp. 295-336. 
•*See Patricia L. Kendall and Kaiherine M. Wolf, 'The Two Purposes of 
Deviant Ca.se .Analyses," in P. F. Lazarsfeld and Morris Rosenberg, The 
Language of Social Research (Glencoe, 111.: The Free Press, 1955), pp. 
167-170. For e.xcellent examples of the insight to be derived from an 
unusual case, see Herbert .A. Simon, ''Birth of an' Organizatiozi: The 
Economic Cooperation Administration," Public Admmistration Rerirw, 13 
(1953). 227-236, and S, M. Lipsel, M. A. Trow, and J. S. C^olcman, 
Union Democracy (Glencoe, III.: The Free Press, 1956). 
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'^^homas Flinn, Governor Freeman and the Minnesota Budget, Inter-University 
Case Program. No. 60 (University of Alabama, 1961). 
^Ut should be clearly understood that this approach was being tried 
only at the Department of Agriculture and not in the Budget Bureau or 
Congress. As the "Instructions" pointed out, "Since it is anticipated that 
the Department Estimates for 1964 will be submitted to the Budget Bu- 
reau in accordance with existing . . . instructions, the justifications . . . 
will be primarily in terms of changes from 1963." Thus a list of "In- 
creases and Decreases, 1964, Compared with Latest Estimate, 1963," 
was also requested of each agency. 

*''An official at the department level writes that this "sentence . . . ap- 
pears to . . . contain an erroneous conclusion. As the author ot the .^j:- 
terice referred to, I can clearly recall that at the time we very e?.p!itu 
rejected the proposition that zero- base budgeting as such necessarily 
to take place without regard to over-all limitations on financial 
sources. I felt then, and still feel, that the 'ceiling' technique and zeni- 
base budget development and justification are logically compatibic. As 
the article points out, the zero-base budgc^t approach that was u.sed in- 
volved not only the question of whether or not work should be done but 
a/.'- the amount of work proposed and the price tags. Each of these a'i- 
i?ccts is logically a variable but can be adju.sted within a program or be- 
tween programs in the light of over-all available ^esourcese The reason 
the sentence wa.s included in the instructions (and in a sense it was su- 
perfluous) was merely to make it ver\* explicit to the agencies thai we 
were not making the assumption that the budget-decision making sys- 
tem would suddenly tolerate all 'justifiable' expenditures merely by vir- 
tu c of a_ c ha n gcjm t he tec h n i q uc _o f p rose n ting t he' b u d gc t , and i l\a r. iji e 
Secretary in fact had an over-all objective that he wished to attain with 
respect to the department as a whole. The sentence, of course, was not 
intendea to mean, and did not mean, that the objective applied to each 
individual program and activity separately." 

*'^The secretary and his staff, the six assistant secretaries and their staff 
assistants, and the Director of Budget and Finance and his staff. 
^'^Sce the statement to this effect by the late William A. Jump, a noted 
budget officer in the Department of Agriculture, quoted in VVildav.sky, 
op. fit., pp. 23-24. 

^•''VVildavsky. "Deciding How Much to Ask For," in op. at. pp. 2 1 -3 1. 
Despite our stress on the political aspects of budgeting, more than one 
official wrote: ''Greater emphasis perhaps could also have been placed 
on the importance of the political imperative on the budgetary process. 
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At the point that budgeting begins, i.e„ gathering of base information, 
there is often only meager guidance on economic and other as.sumptions 
on which to base estimates which are compatible with sound practices. 
- This guidance consists of admonitions to be economy-minded— G[uidancc 
which may become meaningless if interest in program emphasis sudden- 
ly increases." 

'^'Scc Robert K. Mcrton, **Manifest and Latent Functions," in Sucial 
Theory and Social Structure (Glencoc, 111.: The Free Press, 1957), pp. 
19-84. We have avoided use of Merton's "manifest and latent function'' 
becau.se functional analysis has some inappropriate implications for this 
paper. 

^'The reassurance function of the zero-base budget is clear from two 
quotations. A newcomer said: 

"Coming into a big department like this you need landmarks on 
which to justify your own opinions of the budget. This is difficult 
when the budget this year is based on last year which is based on the 
year before. You sometimes had the feeling that they were building it 
like a sort of poor skyscraper, piling on more and more steel, without 
knowing where the building was headed. [After the zero-base budget] 
you had the feeling that you understood the programs better . . . and 
had more confidence in the value of the services being performed.'' 
\n old-timer in the department confirmed this view and gave it a spe- 
cial twist in terms of the functions performed for the agencies: 

'*VVhen new administrators come in, they see things they didn't know 
the Department of Agriculture was doing. They figure this is just the 
top of the iceberg and get worried. If you take the whole iceberg out 

" ~ of the- water- and drop it on -their deskspand theyVo too overwhelmed 

to look at it, they don't have an excuse to nag you anymore. This is 
the major benefit from the agency point of view: to the extent that 
their superiors looked at the stuff they were reassured; to the extent 
they didn't, they no longer have an excuse to nag them (the agencies]." 
^^Elton Mayo, The Social Problems of an Industrial Civilization (Cambridge: 
Graduate School of Business Administration, Harvard University, 1945); 
Fritz Rocthlisbergcr, Management and Morale (Cambridge: Harvard, 
1941). 

^^If one makes the conservative estimate that at least 1,000 admin- 
istrators above the level of clerk-typist and messenger were involved in 
bringing together parts of the zero-base budget throughout the Depart- 
ment of Agriculture and its many field offices, and that they spent an 
average of thirty hours a week for six weeks preparing the data, al^ovr 
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and beyond their usual budgetary work, then at least 180,000 man- 
hours may be charged directly to this activity. With the generous esti- 
mate that S200,000 worth of changes (without going into their desir- 
ability) can be attributed to the zero-base budget, it appears that the 
government achieved a return of sonicthing more than one dollar per hour 
(leaving out the cost of facilities, paper, clerical help, and depreciation 
of human talent). Nor do we know what these officials missed in terms 
of opportunities foregone during the time they worked on the zero-base 
budget. The point is not that-the reader should place too much credence 
in these estimates (respondents differ as to whether we are too high or 
too low) but rather that according to any reasonable estimate the return 
to the government would be very small. Had anything like the same 
amount of effort been devoted to studies of filing, the flow of paper, or 
similar operations, much greater returns might have been achieved. 
Since half of these men were not usually involved in budgeting, however, 
there might well have been important intangible benefits that we have 
no* taken into account. 

One respondent went further and wrote: **The author might find it 
advisable or worthwhile to really set about analyzing the present cost of 
budget prep., ation and justification throughout its entire process. While 
this is an important activity, there is little written evidence as [to] the 
resources going into the preparation and justification of agency budgets 
within the Department, the Bureau of the Budget, and the Congress of 
the United States. A careful analysis might reveal that possible shorter 
steps or involvement by fewer people would be in order.** 
20»tjj j^2s been my experience during 27 years of government employ- 
m en t \ ' '"^a rilS ffic i a Iwf i tes7 * * t ha Fw h"a t you "pf o p^^ ffeq ue m ly n d rcgu - 
larly taking place in Department budget offices and in the bureaus . . . 
whether or not [it is] recognized and with little publicity." 
-^See Wildavsky, "Toward a Radical Incrementalism: A Proposal to 
Aid Congress in Reform of the Budgetary Process" (Mimeo, 1965). 
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^rom STATE GOVERNMENT, Vol. XLVII, No.'i, Spring 197^7 

Zero-Base Budgeting in New Mexico 

by Joint D. LaFavcr* 



The legislative finance commhtee (LFQ, 
n pcrmnnem. joint, iniLTiiii cuinnniicL' u{ the 
New Mexico LegislniiirL'. is iii.indaiL'd by 
sintiitc to nniiually stibiiiit :in iiidepcndL-ni 
state biiilgct rccoiiiuiL'udatiim to iIil* Legis- 
lature. ("J lie coriiiuir tee's firbl h.-i;i>l:uive 
.budget was presented in 1^70.) In fulfillint; 
this mandate, the poiinnittee bvi;ins public 
hearings in late September whica ccjntiniic to 
early December. Approximntely 200 hi)urs oE 
hearings are held during this period. The re- 
sulting budget, embodying recoininendattons 
for funding all stale agencies and public 
schools, is then submitted to the Legislature 
in January. 

EARLY BUDGET PROBLEMS 

The committee and its staff, after the initial 
budget presentation. in 1970. were dissatisfied 
with the appropriating-budgeting process in 
several respects. 

J. There was little emphasis placed on activ- 
ities or programs previously funded. Most ef- 
fort was expended in analyzing requests for 
additional appropriations. 

2. Little information was available con- 
cerning the public services to be provided with 
given appropriations. 

'SriiT^lfiTDsriii^'MM^ 
exerted little effort in clarifying their intent of 
how money should be spent and what perform- 
ance results wotild he anticipated. 

4. The systrni failed to elicit funding alter* 
natives and priorities from agencies. For a 
variety of reasons, agencies seldom receive an 

•Mr. LaFjvcr is 3 scn'iur siatf member of ihc Lcf:i!i1;itivc 
Finamc Cuinniiiirc in Nrw Mrxico. The view* c\ptc»«ed 
arc Mr. L,i Fever's and arc not ncccuarily ihoie of the 
t.cgislaiivc Finance Cummiticc. 
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appropriation in the aniount recpiesied. ]f 
iiie.'iiiiii^fiil alicrnatives are not pre>ented to 
the Legislature, th:it body is handicapped in 
making rational appropriations. 

5. When appropriations were less than re- 
ijne>t.s. and \vheii the Legislature failed lo ex- 
press its intent as to what progr.inis or pitijeeti 
weie Included within appropriations, agencies 
often made the same requests year after year- 
even though legislative staff, at least, thought 
the requests had been funded. Agencies also 
sotight and received federal funding for proj- 
ects funded from the state general fund. 

THE EARLY ZERO-Il.ASE BUDGETING 

Jn an attempt to address some of these con* 
cerns, the LFC requested 10 executive agencies 
to justify their programs and budget requests 
to the J971 Legislature as though they were 
requesting an appropriation for the first time. 
Beciuse of this "starting-fromscratch" ap- 
proach, the concept was labeled '*zero-base" 
budgeting. 

The selected agencies represented a rela- 
tively insignificant portion of state govern- 
ment. (Appropriation to these agencies consti- 
tuted about J percent of the totu] state general 
fund appropri ation.) Th e a gen cies were n ot 
selected randomly. 'J'hose chosen were gener 
ally controversial and tiiotight to be in need 
of thorough scrutiny. 

The LFC recommended the abolishment of 
three of the 10 agencies: die progiams of two 
were reconiinendcd to be substantially restruc- 
tured; and the reniaining five received "biisi- 
ness as usual" analyses and recommendations. 

The recomniendattons for abolishing the 
three agencies met with ditnciilty in the first 
legislative scision a new administration. 
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TIic imiiii;iiioM w.ts ut j^uc a newly t ic* tt<I 
Giiviinni ihc o|»j-;oi lunity to imjuovc per- 
loriuaiicc records. However, one agency Wiis 
abolished and anoiiicr subsuniinlly reorga 
nized. 

While ihc initial effort was buf^ small and 
shaky first step at budget reform, several im* 
portant lessons were learned. 

1. It simply was not reasonable to expect an 
agency to routinely furnish information that 
might result in a lower appropriation— no mat- 
ter what the justification might be. 

2. Since the State's fiscal outlook was opti- 
mistic, there was little impetus to cut budgets 
or eliminate marginal programs. Thus, a bud' 
get system designed to locate duplication and 
thus u'duce budgets was out of phase in a pc* 
riod of increasing revenues. 

3. Tht: best committee analyses were often 
of agencies making the least clifort in their bud* 
get presentations. When agencies often failed 
to address the critical issues of ibeir programs, 
the LFCand its staff attempted to define and 
research die issues. An independent rese.irch 
St .iff was essential. 

4. Several agencies not submitting zero-base 
budgets were recommended to be significantly 
restructured as a result of "routine" analyses. 
Of course, analysis applying a "starting-from- 
scratch" approach to a few iclecicd agencies 
found it difficult to turn thai approach off 
when analyzing other agencies. The, resul'.int 
change in %*iewpoint led lo the challenging of 
several obsolete, luit heretofore unquestioned, 
programs. The Legislature accepted many of 
these recouHueiidations. 

•"TnE'-70*PERCENT"ZERO-nASE 

While the committee's initial experiment 
at budget innovation had only nominal impact 
on the appropriating process during the 1971 
Legislaiurc. the LFC determined to continue 
its efforts. What eventually evolved was a 
compromise between a "comprehensive" and 
an "incrememal" budget request (i.e., between 
a "siariing from'SCratch" btidget and taking 
last year's budget for granted). 

lisseniial to ibe new zero-l>asc approach was 
the "level of effort" concept by which agency 



zruo iiAsn nLnr.ETi.NT, 100 

iit.ui;j';t*is would dei;iil^ what could and could 
noi be acconjplished at several funding levels. 
The budget/which would interface to the cus* 
tomary line'ite)n format (wiiicii liic executive 
budget division continued to require), would 
be presented in "decision p.itkagcs.** These 
packages were determined by, lirst, separating 
each agency into several quasi'iudependeni 
units that could be readily identified and 
analyzed and, second, establishing several 
levels of effort for each unit. Tiie'levels sug* 
gested were 70 percent of current budget, 9'>- 
100 percent of current budget, and separate 
units for e.ich nuijor request above cunetit 
budget. The inanam-r •wcnild si ate for e.crli 
funding level \\h:u ))eifuiin;ince levels could 
be expected. Major requests iur new funding 
I hat involved several units i\ithin a depart- 
ment (e.g.. a general personnel upgrading) 
would be set out as separate decision p.ickages. 
All decision packagers then would compete 
against eaclv other and would finally be lattked 
in urioriiy order. In effect, an agency's legis* 
lativc budget request was a "shopping list" 
that tlir Legislature could fund at its discreiiun 
based, hopefully, on certain pcrfonnance cri- 
teria as well as dollars available. 

Sixicen agencies were requested to submit 
their budget tequests on the new zero'basc 
format. Several larger agencies were chosen, 
but the appropriation to those selected siill 
represented only about 4 percent of die total 
state general fund appropriation. 

The effort in preparing for the 1972 Legis- 
lature repre.sented a departure from the previ- 
ous effort in several respects. 

1. In turui-'g away from a * siarting from- 
' Strait ir* orTo7iiprehTmt%^^^^ 

LFC realized th.it abolishment of an .igeucy, 
no matter what its performance record might 
be. isalway.s diffictilt and usually Inipo<)Sible. 

2. A budget addressed to justifying an 
.igency's existence does not examine the triti' 
cal issue facing a finance conmiittee— that of 
how much should be allocated. Particularly In 
the huge agencies, there is no real question but 
diat the agencies will continue to operate. The 
question is. **.'\t what level?" 

S. In al!r>cating significant portions of staff 
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I Id % JA n. i.i IS ) 1;^. \ \t \ > • snii M.. T'T J 

tiiiic III li>i tti.it Jill I iti I ill M .III n-^ .1 •( 111 % 

Mitiii(-I itt ihi- ti%c ('I (111- III' vt till tt Is. the I (till- 
iiiituc bclicvi'cJ tliJL (tic j*^cti(ii-s. (u ^oiiii* cli*- 
i;tcc. could an.ily/i: iltcmsche*— (lais, making 
LI'C s(a{r tinier iiiurcr ]jr<j<lti( (ivc. 

4. Thr neeci for sulisiantijlly iiic»re program 
{KTriurniaiiLC iiifurtna(i()ii ncicr^^icjU'ci tlicr in* 
vulvcriiicrm of sigitificuitly iiKire :ti;emy person* 
nei. Nu lorigcrr could (he budget be (he niyste- 
rious product of (he accounting section. 

The LKC. while realizing that the product 
nil lid be improved, iv.is ti}>(inin(ii- in i(s IU72 
prc5en(aiion. The Ie;;is}.j(ive Ijitdijei sciicd, 
"WIji'ii ihr /CIO l».jsr ImiiI'^i i is ut-ll piffiiirt-cl. 
!( pif.\ii!fs (he 1 f.v%I;»isirf ui(h :iii fSLirllciit 
l>.i<vr% f»»i nr.ikiii'4 Ji'ili* \ jm! •itii-it(s. Tin- imih 
' iin((ci' is tc>(i\tiii ftl (h.ii /tii>-l».jsr luiiimtin^ 
is fcMstble ^i\cn c uitipitiiu .idininistutiun 
\(ithin si.tte .r.;(-iii-iL*s loiijiled wiih .i uilliii;;;- 
nc^s til luulc-i t.tke J iii-w .ippKMLli. Clmiver^ely, 
llic {<'Lhni(]tie (piiikly iiidicatL-s those agencies 
tshere these tjualitics arc l.ickini;.*' 

Afiri iht* \'.i72 scssinn. die I.KC sjKMisoied a 
j«iiitt fiu'c'iin.; wiih the si.tiidiiii: hii.nice com- 
iiuiKVs (II r\ jlu.tic till- iiiijMt t .fiiil ilcict niiiif 
(he future of zero h.tse. The view whi( h 
enicrgrfl was that ifie .sy.steiii should he Cf»ri- 
tiiuicd and expjtidc-d. Finance cniiiniiitee 
nieinlicis expressed the need for mute and bet- 
ter fiiuncijl inforitiaiion hjsed on services to 
hr piircJiased. 

rUF 1975 HrHORT 

Si'tiie 35 aj»eiicies were reqtieiretl to submit 
/cKi Ijj^e hml^ets prior to tlie 1973 l,ei;is* 
Litute. Those 3:> lepresetited a si^nifiLaitt in* 
4 rcMNe itt stale fiindini^ ftutn pie\iiiti.'i years. 
( ri.»t..il (:^p('n(lituIe^ i»^ lh<* Itf* ruititeil for 
juii u\i*r 10 ptiu'iit uf ton! ^i.ttr rxpetise. in- 
(ItKliui; Ic-iirr.il .itid (Miin.irkcil funds.) 'Vlic 
tn.tjiir ^iL-.'iN tint iiiihidrc! iti the etfott were 
ln:;hc-i ('«hi< .itiiii; CJtij pen int nf %i.tte spending) 
.lUsi piihht sdiiH.U (L*t'» pniciit iii st.itc fiiiul- 
in-4i. I lie- sti;tHfii .itu iiKii'.isc in the ituttiher 
.tntl -uc nl .j.ifii. les p.iilii ip:iiitn» phucd .i tie- 
itieiidiiiis lii.tii Mil I iiniitiittce <^iatl. 

I'tjc ioini.it w.ts sii;nifii:iiith ahetec! from 
ihat of I'.*7*J. with »Iu* aim itt icdiii in;^ tlie nar* 
i.itivt* .iiiil iiii uMsiny the itdmtie of (pKintiia- 



tis (• pi i fui iti.iiu e iiihnm.itiun. The u vist-d 
hum. II aisi* itM-i) :i ttiiue buphisticated ^md 
iiioie. tontplcx/ pioieb^ for delerniiiiini; the 
levels of eflort. Sonic lerininoloyy wai 
thanufd. Uut the end lesult— (hat of presenting 
the Lej-islaiure with aherti.ittve futidiiig levels 
tieil to per ion nance coinniitnient^— was un* 
diaiiged. 

The new system was explaitted to a joint 
meeting ol the standing finance committees 
just prior to the session and enthusiasm was 
expressed for tyiiiir performance couimitnients 
to dollars appropriated. While the committees 
had ioiiic ililluulty in fully utilizing the new 
svstem midrr ilie press of business. sig-nlHcani 
siipjioit w.is app.uiut. .X jijtnt nieiuuiial was 
uiiJitinionsly passed whiih tailed for the ini- 
pU-itteiitJtion of ati executive zero-base btidget 
for presentation to the 197'1 Legislature. 

RlXKNT MODlKiCATIONS 

In preparing for the 1974 Legislature, the 
legislative and exeeutive budget staffs agreed 
toa siin;le bu<lgrt forniat*-lhtis eliminating the 
dual ai^eiuy pic^t'nt.iti<iiis of pre\'t(ius years. 
Aia result, agency workload in budget prepa- 
ration was reduced, and the debate of iignifi- 
e.tni budget issues was sharpened. 

Ttie new foritiat continued to incorporate 
a tnodified "level of effort" concept. The major 
iiiodification was the abandonment of the level 
of effort below the present base. Thus, a rigidly 
defined base was the fiisi level of effort and 
expansion items only Were ranked in priority 
oriier. PeTforinance commitments continued 
to be re<]iiiicd of each level uf effort iiichiding 
the !»ase. While the new fdrinat did not require 
a get icy pei fortiiance commit men ts at lower 
than the base level, soiiie analyses ajucluded 
that base level peifoinianLe euinttiitntents 
I'otild, in elfect, be accoiiiplislied :it lower cost 
than M'tpicstec!. 

While it might be .iigiied thai the 1974 
modiht .tttoii was a further step ;iway from 
true /ettj'b.ise analysis, the step w.is t.ikeii pri- 
tfiarily in response to the State's fiscal situa- 
tion. .Siuiie were predicting a surplus as high 
as SlUO million or neatly 30 perc'eiit of the 
ptescnt general ftind budget. With sti'ch c>pti* 
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tiuMlr {itiit.iON. ii was f>l>vif>ns ili.ti the 
fii'i i'tjiiii J'lr HUM butl'^Lis wonhl bc be- 

lun'ti 1 Hi.tiul IlM) pcucnlnf prcscni nppmpri- 
aitons. Thus, ihi tc sccncd id be liltlc poiru in 
ili-vi-U)j)iii.; a 7H pcrccm bmlijci. In tolurc 
vc.xrs. the ilccisiDii rnnije shciuld be altered an- 
tniidly di-pL-iiding on projccicd tevcnues. 

Since it was obvioos rhnt appropriaiicMis lo 
inosi aiiencies would increase significantly, ob- 
laittiug bibber peifonnanie tonuuiinieius was 
exireiuely itnporiani. Whetbcr meaningful 
(.tinmiiimenis were indeed made, of course, 
reiitains lo be seen. Qjuiplicatinp ibc marieris 
ihi- taci ibai a new adminisiraiiou will lakc 
olhte piifjr lo ibe Uf\i lei;islaiive sfssion. and 
iotuiiiiiui(-iUs niaile by oui'^nint: ailiiiini'^ita- 
tMts lu.iy tend lo nei losi in \Uv >hullle. An ini- 
potiant job of the Kei;islaiure ami iis Mali 
siiiiuld be lo insure thai new executive in.ui- 
.ii;ris are .iw.ire iliat reriain coinmiiniiins 
have been made and will be nuniii()red. At ihe 
s.»tne time, a new executive slirmld be yiveit 
fU-vibility to seek ttew dlreciiDns and reorder 
old priorities. 

KVALUA I ION OK THE CO.NCKP T 

lUvause prni^ram managers ate likely to 
jndj;e a new budget inj; system by ilie inc r eased 
appropriation received aiul legislators and statF 
usually evaluate on the opposite basis, no con- 
sensus is likely on tbc success of /ero basc in 
New Mexico. F.ven though appropriations 
have ini rcnsed signifu anily since the in re pt ion 
of /cio-basc. lei;islators rontiiuie lo supjwjrt 
budi;et itntovatir>n. However. .iKOu y manat;ers 
often feet uncomfortable iviili such close legis- 
lativf M rntiny. 

States (onsideiiuj; imuivative teclmiqucs itt 
bnd'^etin^ pat tirul.irly wheie the I.et;isl itnrc 
is providini- the i»»j)etus in {leinanili::.; ( hani;c 
- should expect to fai c sonic of the same prob- 
lems fa( i d in New Mexiro. The pioblcni areas 
p!t>enii'>l below are compiled ftoin a^eury 
1 1 iiitiiies and st.df dIkci vaiiuus with the aim of 
fliimnatnivi; the phmini; of already idled 
ground in other -States. 

1. Ayeixy pu paratinn of two bi»d,i;el doru- 
inems (one foi the I f^'islaiure and one for the 
e\ei»iiise» slhiulil be .ivoided if pussible. 



/KKo n.sM. lu tKitriNc; 1 1 1 

2. The [lart iinie nainrc of most Le^isla- 
tmes. as well as the t»nn»»%er in hnaiue Com- 
inniees. frustrate eflons at educatiu); the law- 
makers in the need for bud.nci refotin. Even 
the ntost conscieinions members of standing 
fmanie eonuuittees have little time to under-, 
st.atnl the stdit.'eiies of a new budyeting system 
under the press of business. Often die most 
lhat can be hoped for is for the legislators to 
utilize available staff expertise. However, in 
30- or GO (l.u' lei;islarivc sessions as New Mexico 
has. titne often docs not pcnint the debare of 
even major builuet issues. 

.S. .\ competent lnulijet prcsentarfon often 
raises inoir issues thatt are answi-Jt-d. Ir is not 
jeaMUtahlc u* exfurt a "^t t of fotms in enable 
an agemy to atialy/i itself to the satislattion 
of a criiital analvht. .As sneh. sii^uificatu por- 
tions of time need to be reserved lor indepett- 
tleni examination. New fottns usually increase 
lather than reduce the need for sttch analysis. 

4. Zero-base budgeting will not deter 
agencies from including tnijusiiftablc cost in- 
creases in the decision package costing. The 
elimination of the^e pads through leyislarive 
MTuiiny oilers tbc agency the excuse that per- 
foimance Cinmnilmems no longer are applica- 
ble ber.utse the appropriation request was 
altered. 

5. Historic cost and performance data arc 
seldom available by the decision unit. As soch, 
estimates usually musr be used with the umlcr- 
stan(itng that pertineni data will begin to be 
compiled for future tise. 

r>. The idea of a 70 percent initial fonding 
level is threateuint; ro many agency pers^innel. 
riirre is a feeling that to even stdiinir a cost 
figtne on such a lednted operation encotiiages 
a Legislature to reduce an appropriation. 

7. Snudl (umler SliOO.OOO expenditttrc), 
bigitly spe( iali/ed agencies with very specific 
statutory tuandatcs are seldom good candidates 
for a level of elbitt appio.ach. However, even 
these agencies shoidd be able to make certain 
pet foi ttiam e comniiiments.: 

8. Agencies may attempt to manipulate pri- 
ority listings by ranking p»)ptilar items lower 
than items that otherwise would have little 
rh uuc of futiding. This "stalkitig borse* * ap- 



98 



91 



1 lli Sl.Ml (.HMkNStl.M • SIMIM.. Will 

fM(i:ich iic( L'^<ti>:ilLA ilic :ilu'r:tiiMit of ptitJiiiit'S 
ddiinu k'i;M.niic,,l»iu!-^cl rcvitw uhiih 'icad^ 
to agency ci»ni>l.Mitt<i tliai their (iriutitics artr 
iji'iiurcrd. 

9. Budgcrt preparation time nrt-ds to be sob 
siantialiy Icngtlicnai during the iinplcmcnta- 
lion of a new ^vstL-ni. The three niniiths al- 
lowed in New Mexico was ftfit inadequate. 

10. Agencies operatinjj with several sources 
•of earinarked funds (usually federal grants), 
find it difBcuit to rank program priorities. 
Federal grants retniirinj^ litilc or no state par- 
ticipation are dilTicult to refuse iiu matter what 
their piirpnse. 

11. I'rupiietoiy ^y^encies (those that earn 
oper.iiini; lueotnc) lind the K'vel i>f ellort ap- 
pni:!ch ditficult to apply in their operation. 
Fuiuiions such as university food services or 
(•risoti indu*itilr>. ii not subsidized, hase their 
opcr.itiitg level sulely on demand for their 
prtxluct. This demand is expressed throogh 
diiect payment for services rendered rather 
tlKtii thiougli ihc indiicct process of taxation 
;ind appiupii.tiion. Hnut-ver, most agencies 
• >prr:stiiit; ou **tMimarkL"<r* levemics arc not 
piopitrlory -and c;Ati effectively utllj/e the zero- 
base .ippfnairh. 

12. WiihoiU a g'e.tt deal of tare, perform- 
ance measures often sfiow how busy people arc 
radier than the cost-benefct nf their activity. 

13. Zero base in.ikes the decision process 
more explicit and open to scrutiny. Some 



.lUL'U' ies uill Mc th\> opruucss as a threat to 
tuan.i^it r '.lesibilii>. \»hile othcis view it as a 
valuable ui:ina;;erial tuuL 

14. The iuvolvetnent of program managers 
in the binl^ct preparation process is one of the 
si'^nii'irant strengths of zero-base budgeting. 
The Loustiueliun of a budget is too Important 
to bc'Ieft to agency accountants. 

10. The involvemeiu of legislative staff in 
assisting executive agencies with budget in* 
novation risks compromising an independent 
analysis of executive proposals. However, the 
choice may be whether to have iimovation or 
not. 

CO.VCI.USIO.V 

The itnprovenicnts to New Mexico stare 
government occasioned by zero-base budgeting 
aie neither as great as originally anticipated 
iior as minimal as detractors would claim. The 
concept that a previous funding level does not, 
in itself, justify future funding is not yet totally 
accepted. .Several years of accelerating in- 
creases in rax revenues have scarcely encour* 
aged a critical analysis of current spending 
levels. 

However, without a budget system that con- 
tinually forces the rcevaluaiion of program 
performance, there is little irjccniivc for gov- 
ernmental agencies to either improve their 
operation or economize in the use o£ public 
funds. 
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/From THE FEDERAL ACCOUNTANT, Vol. 23, December 1974/ 

ZERO-SASED 3UDGET!^JG: 
MODEST 
PROPOSAL 
FOR REFORM 



Michael H. Granof & Dale A. Kinzel 






ZuTO- Based Budyeling ("Z'BB") is here. It is a new budgeting technique that is applicable 
to both private and public sectors. Its proponents see it as a technique that will fulfill the 
promises of budgetary reform: cynics see it as nothing more than a pale ghost of Prognim- 
Planning-and-Biidgcting Systems (PPBS). unlikely to raise public administrators from the 
doldrums of traditional, object-classification budgetary systems. To other observers, in- 
cluding these writers. Zero-Based Budgeting represents a sensible, though certainly not 
revolutionary, aid to financial decision-making. If instituted prudently, it can encourage 
more comprehensive and meaningful budgetary analysis than is characteristic of conven- 
tional budgetary procedures. 

ZBB was first utilized — or at least reported upon — by private industry. Texas 
Instruments applied the technique in 1970 to develop its staff and research budgets and in 
1971 extended its use to include all non-manufacturing budgets.* The State of Georgia has 
implemented Zero-Based Budgeting on a full scale, and Texas is currently pushing ahead 
with plans to be completely **on line* * with the technique by 1976. New Mexico. Illinois, and 
the City of Honolulu are also experimenting with ZBB. Significantly from the point of view 
of Federal accountants. Senate Bill 40. sponsored by Senator Bill Brock (Rep. —Tennes- 
see), specifically requires all major Federal spending programs to be evaluated at least once 
every three years from a zero base.^ 



' Pyhrr. Peter A. '/.erO'Baie Budgfiing. (New York: John Wiley and Sons), p. \\. t973. 
' Simoncttj. Gilbert Jr. "Federal Budget Rerorm: Congress Rea%%en$ Itself." The Journal of Accounting 
(November. 197.^). p. 34. 



.Mlch.iel H.Granoris A\siMant Professor of Accounting at The University of Texas. He received an AB degree 
from Hamilton College, an MBA trom Columbia University and a Ph. a from The University of Michigan. He is a 
CPA and a member of the AlCPA. American Accounting Association and the FGAA of Austin. He has published 
previously in the Federal Accountant iind is the author of a book to Cost Your Labor Contract. 

Dak A. Kin/el has completed his course workfor a Ph,D. in Business-Admlnistration program atThe University of 
Te^as at Austin and is presently working.on bis disse nation. He has three years experience wiib the State ofTexas. 
Prior to working with the State ofTexa<,. he ♦crved as a Consultant ^Uh Booz. Allen A Hamilton in Washington. 
D.C. for two years. Mr. Kinzel's experience also included seven years as an ofTicer in the U.S. Navy. 
Mr. Kinzel received hisB.S.in Business Administratiun from Ohio State University in 196;. and his M.B.A. from 
American University in 1969. 
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The objcciivcs of ihis article are lo describe Zero-.Bascd Budgeiini:, lo sci forih ics 
:tdvant:igcb and lirniiaiions. to compare it wilh PPBS, and lo ideniify hazards lo be avoided 
when implerneniing ZBB. 

Description of ZervBased Btid^etin^ 

• Zero-Based Budgeting is a sysCcin whereby each governmental program, regardless of 
whether it is a new or existing progntin. must be justified in its entirety each time a new 
budget is formulated.^ ZBB requires that each governmental activity be described in terms 
of "decision. paekages/''The decision packages must contain sufficient information to 
enable budget officers to evaluate the merits of an activity and lo compare and rank it wilh 
competing proposals, They would focus both on different ways of performing the same-.- 
activity and on allernaiive levels of effort that could be exerted in performing an activity. 

A manager must lake two steps wilh respect lo each activity, First, he must identify 
•"mulally e,xclusive** alternative methods of performing the minimum level ef an activity. 
Second, after a particular minimum level alternative m»5lhod is Selected, he must prepare 
** incremental" decision packages that indicate costs and benefits associated with additional 
levels of effort (i,e., funding) that might be exerted in carrying out the activity at levels 
above ihe minimum level. 

For e,xample. suppose that the Air Quality Control Board of a given slate is considering 
how best to lake and analyze samples of air in order to identify the level of air pollution. 
Assume that the Board has decided that the minimum number of samples to be tested 
are 37,300. (This would include samples from the major urban areas only, a total of 70% of 
the Slate's population.) The Board might ideniify the following "muially exclusive" alterna- 
tive methods of performing this activity: 

1. Contract sample analysis work to the stale university. Cost would be S6 per sample — 
a total cost of S223.S00 for analyzing 37.300 samples. 

2. Conduct sample analysis work entirely in regional locations. Cost would be a total of 
. 5506,000 the first year and 5385,000 in subsequent years. Specialized equipment would 

be purchased in the first year for several locations if the presently used central lab is 
discontinued. 

3. Conduct sample analysis work in central lab for specialized pollutants only, and set up 
regional labs to reduce sample mailing costs. Cost would be a joiaj of^305,000 for 
analyzing 37.300 samples. 

4. Use a central lab in one city to conduct all sample testing and analysis. Cost would be a 
total of 5140,000. 

The Air Quality Control Board would ideniify detailed information pertaining to the 
anticipated costs, advantages, and disadvantages of each of the four alternative methods, 
and then wauld liecide on the most cosi-cffeciivc method. The Board would then prepare 
'•incremenial** decision packages above the minimum level for the alternative method 
selected. Assume, for example, the Board decided that alternative #4 — use of a central lab 
— was preferable. Alternative levels of funding above the minimum level of analyzing 
37.300 samples would, of course, result in greater benefits to the state: 

LUVKL 2: For an additional 56 1 .OCX> Board could analyze an additional 1 7,700 samples, 
thereby ilciermlning air quality for 5 additional problem urban areas and 8 other counties 
chosen i>n the basis of worst pollution (covering 809^ of the population), Total funding 



* P>hrT. op c\\. p. 2. 
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would be S20 1.000(5140.000 + S6K000) for (his level, resulting in 55.000(37.300 + 17.700) 
samples analyzed. 

LEVEL 3: For an additional 545.000 the Board could analyze an additional 20.000 
samples, therkby dciermininu air quality for 909r of-ihe population, and leaving only rural 
areas unsampled. Total funding for this level would be S246.000 ($140,000 + S61.00O 4- 
S45.000) resulting in 75.000 (37.300 + 17,700 + 20.000) analyzed. 

The AirQuality Control Board would have to provide comprehensive information on the 
costs and benefits associated with each level of effort. The information provided should, of 
course, be as quantitative and specific as is feasible. On the basis of the decision packages, 
stutc budget officers should be able toseleclthe level of funding that is most consistent with 
the overall objectives of, and resources available to the state. 

Ordinarily, the minimum level of effort for which data must be compiled would be one 
that would not completely achieve the objectives of theziciivity. but which would neverthe- 
less contain its essential elements. In the case oi :he AirQuality laboratory, for example, the 
minimum level of funding indicated provides for a laboratory with a staff of five — the 
minimum number of required personnel to take even a few samples on a continuous basis. 
Reductions in funding below that level would not result in reduced samples tested in 
proportion to decreased laboratory staff, bu! would render the entire sample-testing pro- 
gram inoperable. As a general rule, the minimum level of effort is that level below which 
the activity ceases to operate. 

In addition to indicating the costs and benefits associated with the method selected in the 
''decision package." managers would also have to describe the consequences of not 
performing the activity. Moreover, the ''decision packages" should include measures of 
performance that could be used to evaluate the activity, in order to determine the degree 
that the activity objectives will be attained. 

The information provided in the decision packages should be as comprehensive as 
possible and must clearly Spel> out operational goals. Whenever feasible, benefits and costs 
(in addition to direct dollar costs) should be expressed quantitatively. The decision pack- 
ages, taken by themselves, should enable a budget officer to compare and rank the decision 
packages in a manner that will ensure the greatest possible incremental benefits attributable 
to an expenditure. 

Although Zero-Based Budgeting can be superimposed upon the traditional object- 
classification systen^ of budgeting, it is more readily adaptable to a system that is program- 
oriented. Decision packages are by' their very nature oriented toward governmental ac- 
tivities rather than specific budgetary line items. They require that the benefits associated 
with particular expenditures be identified in terms of progress toward the realization of 
goals. The budget officer would ordinarily decide whetherio accept orreject a discrete level 
of effort — not whether to add funds to salary, maintenance, or equipment or other object- 
class ificai ion accounts. 

Advantages of 'ABB 

ZBB requires that a budget officer be presented not only with several alternative methods 
of accomplishing the same objective, but with discrete levels of funding that arc feasible. In 
traditional budgetary systems, the budgetary officer may be presented with alternative 
means of accomplishing a desired goal, but he seldom is given information on the Specific 
benefits that will be sacrificed if funds are assigned at a level lower than that requested. The 
benefits associated with many activities can be viewed as a step function. At given levels of 
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expendiitires, additional funds will result in but few additional benefits: at certain critical 
points, however, added funds will result in substantial benefits. Similarly . there are levels at 
which a budget can be cul with relatively little sacrifice. There are other levels at which even 
small cuts may result in dramatic declines in service. 

In the example of the AirQuality laboratory cited earlier, for instance, an expen^ditureof 
5140,000 would have enabled the state to sample the air breathed by 70%Df the population. 
An additional expenditure of S6K000{a total of S201.000) would have increased the coverage 
to S09c of the population. However, a reduction in expenditures by the samie amount (to 
S79.000) may have scuttled the entire program and reduced coverage to near zero. ZBB 
focuses on the incremental benefits to be gained or lost by changes in the level of funding. It 
enables administrators to make sensible budget adjustments and avoed situations in which 
small cost reductions result in disproportionate reductions in benefits. 

ZBB is management-oriented. It combines planning, budgeting, and operational 
decision-making into a single process. It requires managers to quantify both the anticipated 
costs and the benefits associated with an activity, and thereby autoiraiically provides the 
measures by which the activity can be subsequently evaluated. Because it is "pfogram" 
oriented, it expedites the identification — and as a consequence, the elimination — of 
duplicate activities and programs. 

Perhaps most significantly, ZBB facilitates budgetary reductions as well as increases. 
ZBB requires that each major activity be justified "from the ground up," and provides that 
the benefits ascribed to each subsequent discrete level of funding be explicitly spelled out. 
The decision maker is thereby furnished the information necessary to make a determination 
as to whether funding at a current level is still justified or whether greater overall incremen- 
tal benefits to the organization can be obtained by cutting back funds from one activity and 
adding them to another. 



ZBB and PFBS 

ZBB is markedly similar to Program-Plannifig-and- Budgeting Systems (PPBS). F.oth 
ZBB and PPBS require that budgetary decisions be made on the basis of programs or 

activities, rather than object-classifications. They both emphasize incremental changes in 

costs and benefits that will result from budgetary decision . and both demand that bene fits be 
quantified. Both systems ordinarily provide the data necessary to make ise of sophisticated 
mathematical decision techniques, such as linear programming and probability analysis. 

There are. however, significant distinctions between the two. ZBB, unlike PPBS, focuses 
on discrete units of both input and output. It specifically requires that each activity be 
separated into discrete decision packages that the chief budget officer is able to accept, 
reject, and rank in order of priority. He is automatically provided with the information 
necessary td -enable him to see the consequences of a change from either current or 
rccbmmcndiJd levels of funding. Moreover. ZBB specifically requires that all activities be 
reviewed in their entirety each budget cycle. Although there is nothing inherent in PPBS 
that requires duplicate budgets to be submitted, in many organizations in which PPBS was 
adopted, budgetary units were required to file two budget requests — a line item request and 
a program budget request. ZBB can readily be superimposed on line item budget systems 
and only a single budget request should have to be made. In Texas, for example, agencies 
will be required to submit one budget only. 
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Pitfalls to be Avoided 

The obituaries of PPBS make it clear that its failure could be attributable not so much to 
weaknesses inherent in the system — on the contrary, many of the essential elements of 
PPBS are both intuitively and practically sound — but rather to the manner m which it 
was introduced and implemented/ ZBB. like PPBS. has the potential to bring about a 
measure of reform to b udgetary processes, but it will succeed in doing so only if the pitfalls 
that prtJvented the promises of PPBS from being fuMllled can be avoiJed. 

One of the primary reasons for the alleged failure of PPBS to realize its full potential was 
simply that too much was promised for it. PPBS was proffered as a ''revolutionary" budget 
system, one which would radically change financial decision-making in government. Obvi- 
ously, it was not a ••revolutionary** budget system, andat best, could be expected lo result 
in a modicum of financial reform. PPBS often functioned ;is well as coiiKl have been 
anticipated, but it is unlikely that it greatly altered the distribution of available funds from 
what would have occurred under conventional budgetary procedures. As a resu(t, both 
administrators and policy makers who may have hoped for dramatic changes quickly 
became disillusioned with the new procedures. Those who were initially skeptical of the 
new system readily became cynical toward it. 

ZBB, like PPBS. will not be a panacea forlhe ills of government. It will formalize certain 
decision techniques, such as incremental analysis and cost-benefit analysis, and make 
certain that explicit consideration is given to the potential for budgetary reductions. Such 
techniques can, of course, be employed even in the absence of a formal Zero-Based 
Budgeting system, and unquestionably many administrators have long used such proce- 
dures without being aware that the theoreticians had sanctified them with quas'-scienlific 
titles. But Zero-Based Budgeting will, at a minimum, assure that they are routinely em- 
ployed. 

'f ZBB is to avoid the fate of PPBS, it must be introduced with quiet perseverance rather 
than trumpeted claims of a major fiscal breakthrough. In Texas, for example, there is 
already evidence of both exaggerated claims by high officials and resulting cynical 
negativism on the part of lower-level administrators and accountants. The lower echelon 
personnel involved in the budgetary process have expressed (privately, of course) reserva- 
tions as to whether the system will really work and resentmeal toward the implications, 
however indirect^ that previous procedures were ineffective. 

Lock of Coordination 

The effectiveness of PPBS was diminished by the failure of many Organizational units to 
integrate the analysis of fiscal policy issues with the actual budgetary, accounting, and 
reporting system. PPBS unquestionably resulted in a more comprehensive analysis of 
spending decisions, but iuch analysis was never merged with the mainstream of budget 
development. Allen Schick' says of some Federal departments: 

Tht'Y w ent ttnouf^h the motions and submitted ttie required documents, organized their 
analytic staffs, and fashiuned program structures. Only after they perceived that the 



* Harrill. R. Rcecc, ".^ Miilti-Purposi: Btidgctinji and Accoiinlmg System forCovernmcnls." Covrr/j/jir/j/n/ 
rrm/«criNovcmber..I972),.p..2I... - 

' Schick. Allen. "A Dcnlh in T-c Burcaiicmcy; The Demise of Federal PPB.** PuMic 'Adnuniuntiinn Rrvitw 
(^trt^c^'Ap^il. 1973) Vohinie 33. Number 2. p. 148. 
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Umtnet BiirfUii ilsflf was not vommittvii to bnjyvl chanav did ihf deparimfnls cut their 
losses. For till its preai hin}! uhtmt an inte^'rated plunninf: and l}iidyttinf( system, the 
Uud^et liurvau \tvmlfasU\ Kepi the ttsfuuport. tfiiarutttininy its tiny PPB operutiotn from 
the powerful e.xuminations and hitdjiet rex iew staffs, and pratnul^atina se purine PFli utxd 
hndyet instnn tiuns. 

A budget implies a plan. Essential to any system of planning is the requirement of 
subsequent evaluation. The accounting system must be designed so that il can generate data 
by which the ultimate impact of budgetary decisions can be reviewed,,! I makes little sense, 
therefore, to make initial budgetary allocations to activity classifications if the accounting 
system willgenenile data only on the basis of object-classifications. If the budgetary system 
is lo be on an activity basis, so too must thcniccoiinting system. 

At the same time. ZBB will have little impact on ultimate allocation of funds if those who 
make budgetary ileci.sions are unwilling lu accept the new system and make use of the 
information provided them. PPUS. for example, was viewed with suspicion by many 
members of key legislative committees in Congress, and apparently had little impact on 
their decisions. So long as agency heads perceive that a new budgetary system will not have 
an effect on amount of funds their agency receives, they will come-to view the new 
process as nothing more than an analytical exercise. 

Zero-Based Budgeting* will become a long-lived instrument of financial administrations 
only if il is implemented as an integrated system of analysis, planning and control. Zero- 
Based Budgeting cannot be viewed as a once-a-year concern of administrators. The analysis 
of spending decisions musJ be coordinated with the political processes of budget adoption 
and. equally important, accounting systems must be modified orevcn completely revamped 
in order that account classifications coincide with budgetary classifications. 

Top Down Approach ^ •>* 

Related to the problem of coordination is that of involvement. PPBS was instituted at the 
request of the executive bra'nch. Agency administrators seldom saw the value of the 
analysis thai Ihey were required to perform. Zero-Based Budgeting will gain the acceptance 
of the "rank and-file** administrators — on whom its success will ultimately depend — only 
insofar as it is a useable tool in their day-to-day operations. Zero-Based Budgeting must be 
accepted by administrators as a management tool. 

Failure to Xfake Or^antzationa^ Changes 

ZBB. like PPBS, is a program-oriented system. A budgetary system (the term being used 
in a broad sense to include the entire planning and control system) cannot be arbitrarily 
superimposed upon an organizational stnicture. A budgetary system that cuts across 
organization lines is unlikely to be a useful managerial tool for the persons in charge of the 
various organizational units. Responsibility for costs and associated benefits must be 
attributable to specific individuals. It would make little sense, for example, to create a 
budgetary unit for dangerous drugs if the responsibility for administering the drug program 
is scattered among numerous organizational units. The budgetary stnicture must bii con- 
structed around the organizational structure; it cannot be the other way around. 

The early accomplishments of ZBB in the Stale of Georgia may be attributed largely to 
organizational changes that wcreinsiituledconcurrently with budgetary changes. Under the 
direction of Governor Carter, the responsibilities of state agencies was reassigned so that 
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related aciivities — Ihose thai could be viewed as prognims — were placed under common 
conlrol. 

In Texas, however, neither ihe execuiive nor the legislulive branches have expressed 
willingness lo insillule significant organizational changes. Given their reluctance, the 
hoped-for benefits from ZBB are unlikely to be achieved. 



Zero-Based Budgeting is a management-oriented system that combines planning, budget- 
ing, and operational decision-making into a single process. It is a management tool that has 
the potential to bring about a measure of reform to budgetary processes. Il will succeed in 
doing so only if th»t hn/ards that ensnared I>PBS are avoided and it is clearly underslnod that 
the real bcncri;:> *i'ill be long-term and moilesl rather than sudden and dramatic. 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING AND BUDGE^ - Budyt Oi»i>ion 



SECTION 

F. y. 197< ZERO BASE BUDGET INFORMATION 



SUBJECT 

A. BUDGET ACT PROVISIONS. B. CONCEPT AND PURPOSE. 
C. MODIFICATIONS. 0. SUBMISSION DATA 



Au Budgtt Act Provirioni 

Coda Section 404 of Gaorgii Laws (Budest Act) providei for eitimattt of financial needi to be lubmitted to 
the Office of Plenning and Budget (OPB) each year by the Head of each Budget Unit by September 1.' 

The Budget Diviiion of ORB hn developed the Budget Procedurei for the estimation of F. Y. 1978 financial 
requirements by State Departments of Georgia State Government. 

ConiideraUe work has gone into the revision of forms and procedures for the F. V. 1978 Zero-Base process. 
The Governor feels that the chenges will be useful to the Department as well as to OPB. No stendard set of 
forms can be devised which will meet everyone's needs. ORB is prepared to review any form changes necessary. 

B. Concept and Purpose 

The State of Georgia finds its budgeting responsibilities and needs best met by the budgetary process known 
at "Zero Base Budgeting." 

The cor)cept of Zero-Base Budgeting is that all the financial requirements for a budget unit are Justified and 
analyzed by decision makers and not just the increased or additional requirements. Managers are to assess 
benefits from ongoing operations, as well as needs for additional funds. The process identifies, to all levels 
of management, the cost, benefits and suggested operational levels associated to reach their objectives. The 
objectives, as esteblished by management, are communicated to the program managers before the preparation 
of the budget begins. 

The Zero-Base Budget process begins by identifying programs in the organization where cost data ore main- 
tained. The budget request for each program is developed in a series of "Decision Packages", Each Decision 
Package represents the funding requirement to support a particular level of the operation. The first package 
of a series of packages is developed at 4 Minimum Objective Level of operations for the function. Additional 
levels of effort ere Current Objective Level and Improvement Objective Levels. See instructions for definitions 
ot the^ levels. 

Th4 ranking of Decision P8t:kages is completed by each Activity Manager end submitted to hi^er management 
The final rankSfj^ is completed at the Department level. The ranking process offers each manager the oppor- 
tunity to expre>« the objectives at different funding levels, Refinements and modifications to the system are 
made from time to time, but the basic concept and purpose of Zero-Base remain intact. 

C, Modifications 



Modifications have been made to the Zero-Base Budget Preparation System and the more significant changes 
are as follows: 

- 1. The levels of effort for each program were defined last year through 4 kinds of Decision Packages ~ 
Minimum Level. Base Level. Workload Level, and New or Improved. The F. Y. 1978 Budget 
Development System will define the levels of effort as Minimum Objective Level, Current 
Objective Level, and Improvement Objective Levels. This change will enable the department to 
expnru each level of effort Idecision package) in terms of a limited objective. The Major Objective 
for each program was established in the F. Y. 1977 Annual Operating Budget ar>d should not 
change much from year to year. Each level of funding requested in F. Y. 1978 will represent 
a level of effort expressed in terms of a different limited objective for each minimum, current, 
and improvement package. Any Workload, if needed, will be expressed in terms of maintenance 
of the current objective. 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING ANO BUOQET - BudQvt Division 



SECTION 

F. Y. 1978 ZERO-BASE BUOGET INFORMATION 



SUBJECT 

C MOOIFICATIONS <Continutd). O.'SUBMISSION OATA 



- 2. Each dacWon pack<iga rtquires (■) The Major Objectivo for th« program docition package saries. 
(b) Tha Limitad ObjactWa for ■ particular package, (c) Tha Evaluation Measures of effectiveness 
and efficiency at a particular level. 

P. Submitrion Data 

Tha fonra to be used in the F. Y. 1973 Budget Prepe ration are littad as follows: 

Decision Package - Minimum Objective Level 
Decision Package Currant Objective Laval 
Decision Package - Improvement Objective Level 
Schedule of Rents 

Schedule of Motor Vehicle Equipment Purchases 
Schedule of Equipment Purchases 
Schedule o( Per Diem and Fees 
Schedule of Computer Charges 
Schedule of Other Contractual Expense 
Capital Outlay Detail 
Person^ Services Schedule ' 
Detail of Fund Sources 
Decision Package Ranking 
Activity Information Summary 
Activity Performanca Evaluation Summary 
Activity Financial Summary 
Budget Unit or Department Summary 
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Submission procadurae for the F. Y. 1978 Budget ere as foHows: 

_ 1. Submit the F. Y. 197B Budget Request to OPB on or before September 1. 1976. as required by 
law. 

- 2. Submit (4) four copies of the Budget in looseleaf notebooks end tab each Activity. 

-• 3. Arrange tha forms si rfiown in the eiiembly diagram (see next page) and Place the Department 
Summary at the front of tha notebook. The Depertment Head is required to mn the summary. 
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Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING AND BUOOET - Budtfct Oititiofl 



SECTION 
ZERO-BASE ASSEMBLY FORMAT 



SUBJECT 

ASSEMBLY OF FORMS FOR SUBMISSION TO OPB 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE DF PLANNING AND BUDGET Budqtt Dtyhlon 



SECTION 

DCCIStON PACKAGE PRCPAPIATION - MINIMUM OSJCCTlVC LKVCL 



SUBJECT 

INSTRUCTIONS FDR FORM OPB • BUDGET - 30 



Form Purpcxe 

A Dwtiioo Package Series Identifies e program bdow the Activity Level where costs are recorded. You should 
genereta a package or series of packages at the program level approved by OPB. Each program you want to 
continue should have one or more Decision Packages, depending on hovw many levels of funding are requested 
for the program. The form OPB • Budget • 30 is a Minimum Objective Level Decision Package. For every 
program you will develop at least one minimum level below the F. Y. 1977 Budget for that program. The 
Minimum Objective Level is a Iwel of effort, expressed in terms of an objective and cost below which it is not 
realistic or feasible to operate the progrem at all. 



1. Describe the Program In terms of its Major Objective 

- The ultimate but realistic outcome expected from the Program (as defined In the Annual Operating 
Budget) expressed In measurable terms* assuming unlimited resources. To achleva a Major 
Objective, more than one budget year Is generally required. (The Major Objective is not a statement 
of workload.) 

2. Describe the Program in terms of the Current Objective in F. Y. 1977 

- Given the F. Y. 1977 level of appropriation, what is die limited objective expected from the 
Proyam during F. Y. 1977, using the same measurable terms as used for the Major Objective, 
established in lig^t of budget constraints. (Same as the Annual Operating Budget Limited Objectve. 

3. Explain the Minimum Level Limited Objective this Package provides 

- Gi%y\ a level of hjnding less than F. Y. 1977. using the same nteasurable term as used for the 
Major Objective, define the lessened limited objective provided by this package for F. Y. 1978. 

». Explain the sarvica now provided that this Minimum Objective Leval excludes 

- Explain the impact of funding only this minimum objective assuming non funding of the 
F. Y. 1977 current limited objective above the minimum level. 

Evaluation Measures {required on each package) 

- Program Effectiveneu Measure(s) (objective accountability) are key Indicators of the degree to which 
the Program will achieve the limited objective for both F. Y. 1977 and for the Minimum Objective Level 
for F. Y. 1978. , . ^ ^ ^, ^ ^ 

- Workload Efficiency Measure(s) (resource accountability) are key indicators of the degree to which the 
Progrem economically manages the vrarktood associated with meeting the limited objective, usually 
expressed in terms of cost per unit of workload or output for both F. Y. 1977 and for the Minimum 
Objective Level for F. Y. 1978. 

Financial Information 

- Enter amounts budgeted for the Program in F. Y. 1977. 

- Enter amounts requested for the Minimum Objective Level under "This Pkg. F. Y. 1978* . 

_ Cumulative Amount Column should bo used only if more than one minimum level in a series Is developed, 
otherwise leave blank. 

Note: Detailed forms 4048 are not required on the Minimum Level Package. 
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DECISION PACKAGE - CURRENT DSJECTIVL LEVEL -^J: 
OPB> BUDGET -31 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTlVe DEPARTMENT 
OFFICE OF PLANNING AND BUDGET - Bwtgrt Dtyhtofi 



SECTION 

DECISION fACKAOl fRf f ARATION > CURMNT OBJf CTlVf LEVIL 



SUBJECT 

INSTRbtTIONS FOR FORM OPB • BUDGET • 31 



Form PufPOM 

The Current Objoctivt Level Oeciiion Peckega is the r>ext kind of package developed after the Minimum 
Level Deciiion Packaged) for a program below the Activity. The Current Objective Level Is a Itvel of 
effort express in termiof cott. that reoreientia continuanceof the F.Y. 1977 limited objective and no 
more. Fund* for a greater limited objective should be requested only on an Improvement Decision Package. 
The Currer/ Objective Levat Package costs will vary by progrem. Non-recurring expenditures should 
be excluded from cost as well as funds budgeted in F. Y. 1977 but not needed in F. Y. 1978 to deliver 
the same objective. Include increesed costs for F. Y. 1978 (to deliver the same objective delivered in 
F. Y. 1977) such as workload costs, within-grade increases, postage increases, etc. The Current Objective 
Levef Package, then, will express only cost increases and decreases associated with the same limited 
objective provkJed in F. Y. 1977. Decreased service and corresponding decreased cost can be outiined 
in xnis package but not an increased objective. 

1. Describe the Program in Urns of its Major Objective 

— Repeat information displayed on the Minimum Level Package. 

2. Describe the Program in terms of the Current Objective in F. Y. 1977 
~ Repeat Information displayed on the Minimum Level Package. 

3. Explein the cost increase or decrease in the Current Level over F. Y. 1977 

— Assuming the same limited objective as provided in F. Y. 1977, outiine the finertelal reasons why 
this package, added to the Minimum Objective Level Package, costs less or more than was budgeted 
for the program in F. Y. 1977. Increases or decreeses for the various object dasset should be 
explained. Attach additional pages if more space is needed. Do not include workload cost increeses 
under this heading. 

4. Explain any workload change in the Current Level over F. Y. 1977 

~ Assuming the same limited objective as provided In F.Y. 1977, outiine Ihe workload increase or 
decrease, if any, that is fequirad to maintain the current objective. 

Evaluation Measures (required on the Decision Packages) 

~ Program Effectiveness Measure(s) (objective accountability) are key indicators of the degree to which 
the program will achieve the limited objective for both F. Y. 1977 and for F.Y. 1978. 

- Workload Efficiency Measure(s) (resource accountability) are key indk»tors of the de^ to which 
the program economically manages the workload associated with meeting the limited objective, 
usually expressed in terms of cost per unit of workload or output for both F. Y. 1977 and F. Y. 1978. 

Financial Information 

- Enter amounts budgeted for the program in F. Y. 1977. 

- In die column heeded "This Pkg. F. Y. 1978" enter increnwntal amounts requested above the Minimum 
Level and jigt the total requested through the Current Level. 

~ Cumulative Amount equals the sum of this package plus the niinlmum level package(s). 

NOTE: Detailed form 47 and 48 are not required at th** Current Objective Level but ere required at 
the Activity Level. 

Detailed forms 4046 are required to hp attached to the Current Objective Level Package for 
amounts requested in F. Y. 1 978 whm an asterisk appears on the form. 
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DECISION PACKAGE - IMPROVEMENT OBJ|gCTIVE LEVEL 
OPB . BUOGET . 32 
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ZERO-BASE 
BUDGET 



EXECUTIVE DEPARTMENT 

OFFICE OF PLANNING AND BUDGET - Budyl OUIiloo 



SECTION 

DECISION PACKAOC PRCPAHATIQW -IWROVCMSNT OBJECTIVB LgVEL 



Procedures & 
Instructions 



SUBJECT 

INSTRUCTIONS FOR FORM OPB • BUDGET • 32 



Fonn Purpo»e 

Tht Improvement Ob{ective Level Deciiion Package I* developed for a requeued greater objective level of 
an ongoing program. The Improvement Obiective must be quantified and explained fully in ternw of service 
and cost Any complete new program under an Activity vrould be requested on a separate teriei of Decision 
Packages and not on the Improvement Decision Package. 

1. Describe the Program in ternis of its Maiof Objective 

" Repeat information displayed on the Minimum Level Package. 

2. Describe the Program in terms of the Current Objective in F. Y. 1977 

- Repeat information displayed on the Minimum Level Package. 

") 

3. Explain the Improvement Level Limited Objective this package provides 

- State the graatBr objective provided which helps the program better meet its Major Objectivo. 

An Improvament is an expansion of the Current Objective of the program while a New operation is, 
by definition, an operation not conducted in F. Y. 1977. 

4. Explain this Package in terms of cost 

- Point out reasons why the Improvement Objective will require additional funds. The explanation 
should be expressed in terms of what the funds will be expended for to accommodate the Improvement 

. . Objective. " 

Evaluation Measures (required on the Decision Packages) 

_ Program Effectiveness Measure(s) (objective accountability) are key indicators of the degree to which 
the program will achieve the limited objective for both F. Y. 1977 Current Objective Level end F. V. 1978 
improvement Objective Leval Cumulative. 

- Workload EHidency Measured (resource accountability) are key indicaton of the degree to vwhich the 
Program economically manages the workload associated with the limited objective, usually expressed in 
terms of cost per unit of workload or output for both F. V. 1977 and F. V. 1978 cumulative throuj^ this 
package. 

Financial Informatio n 

- Enter amounts budgeted for the program in F. Y. 1977. 

- "This Pkg. F. Y. 1978" enter incremental amounts requested above the previous level for the program 
and not the total requested tiirough this Package. 

- Cumulative Amount equals this package plus minimum and current packages. 



NOTE: Detailed forms 40-48 are required to be attached to the Improvament.Package for amounts 
requested in F. Y. 1978 where an asterisk appears on the form. 
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SU[^P L EM E NTA L SCHEDULES 



On the following pagos are Supplemental Schedules to substantiate your request for funds in the 
following objects: 



Object 



Form Schedule Number 



Rents 

Motor Vehicle Equipment Purchases 

Equipment Purchases 

Per Diem and Feet 

Computer Charges 

Other Contractual Expenses 

Capital Outlay 

Personal Sen/ices 

Detail of Fund Sources 



OPB Budget40 

0PB.Budget41 

0PB-Budget42 . 

0PBBudget43 

OPB-Budget-44 

0PBBudget45 

0PBBud9et46 

0PBBudget47 

OPB-Budget-48 



Forms 40 througli 46 are to be prepared as needed and anached to each decision package for a 
program. Forrm 47 and 48 must be prepared for the entire Activity as a summary of the Current Level 
Package and the Minimum Level Package; however, forms 47 and 48 should be prepared as needed and 
attached to each Improvement Package for a program. 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PU^NNING AND BUDGET - Budgii OivMpn 



SECTION 
SCHEDULE OF RENTS 



SUBJECT 

INSTRUCTIONS FOR FORM OPB •BUDGET •40 



Form ftirpoia 

Thn fonn n i detailed schedule of Rents for the program which will be attached to each ciecislon package, 
except for a Minimum Objective Level Package, Mhrra an amount Is requested for Rents in F. Y. 1978. The 
schedule, upon completion, should be copied and attached to each decteion package, except Minimum, as a 
fully completed display. 

— List type of Rents. 

Examples - Xerox Rental, Postage Machine Rental, Office Equipment Rental, Office Space Rental, Post 
Office Box Rental. . . 



- Identify the need for the Rents. 

. - Show funds budgeted for each type of Rents for F. Y. 1977. 

- Show funds requested for Rents for F. Y. 1978 divided into the funding levels as requested on the 
decision packages. 

- The F. Y. 1978 Rents request will be listed on this form from the individual Decision Packages where funds 
are requested for this P'lrtioJlar sub-object, with theexception of ttte Minimum Level which will be Included in 
the Current Levei for schedule purposes. 



lilt N<nM Utmt l*> m *> 



Tin jmr~ nr 
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ZERO-BASE 
BUDGET 
Procedures & 
instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING AND BUDGET - Budgat Diviilon 



SECTION 

SCHEDULE OF MOTOR VEHICLE EQUIPMENT PURCHASES 



SUBJECT 

INSTRUCTIONS FOR FORM OPB - BUDGET -41 



Fonn Purpose 

This form is a deuited schedule of Motor Vehicle Equipment for the program which will be attached to each 
decision package, except for a Minimum Objective Level Package, where an amount is requested for Motor 
Vehicle Equipment in F. Y. 1378. The schedule, upon completion, should be copied and attached to each 
decision package, except Minimum, as a fully completed display. 

" List type of Motor Vehicle Equipment. 

" List, first, the Motor Vehicle Equipment requested to replace existing equipment. 

- List second. Motor Vehicle Equipment additions to your present equipment fleet. 
: — Describe the purpose for which the Motor Vehicle Equipment ii needed. 

- Show funds requested for Motor Vehicle Equipment for F. Y. 1978 divided into the funding levels as 
requested on the decision packages. 

- The F. Y. 1978 Motor Vehicle Equipment requests will be listed on this form from the individual decision 
packages where funds are requested for this particular object with the exception of the Minimum Level 
vvhich will be Included in the Current Level for schedule purposes. 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT ^_ - 
OFFICE OF PLANNING AND BUDGET - Budflal PUWon 



SECTION 

SCHEDULE OF EOUl'PMENT PURCHASES 



SUBJECT 

INSTRl>CTIOr.» FOR FORM OPB . BUDGET -42 



Form Purpote 

This form It a detailed schedule of Equipment for the program which will be attached to each decision package, 
except for a Minimum Objective Level Package, where an amount is requestad for Equipment in F, Y. 1978. 
The schedule, upon completion, should be copied and attached to each decision package, except Minimum, ai 
a fully completed display, 

— List the type of Equipment. 

Example: Office Equipment — Typewriters 

Office Equipment — Adding Machines and Calculators 

OffKe Equipment — Furniture ■•*-*"- 
Lab and Meidical Equipment 
General Equipment Furnishings 

NOTE: Any one piece of equipment which costs over $500 must be separately aggregated. 

- Show funds requested for Equipment Purchases for F. Y. 1978 divided into the funding levels as 
requestad on the decision packages. 

The F. Y. 1978 Equipment requests will be listed on this form from the individual decision packages where 
funds are requested for this particular object, with the exception of the Minimum Level which will be 
included in the Current Level for schedule purposes. 



4J0B KB 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFtCE OF PLANNING AND BUDGET - Budgtt DiwWoti 



SECTION 
SCHEDULE OF PER DIEM AND FEES 



SUBJECT 

INSTRUCTIONS FOR FORM OPB • BUDGET • 43 



Focm PurpoM 

fhh fonn H a detaitod ieh«duli of Pf Diem and fmi for the program which will be attached to each decision 
padiage. except for a Minimum Objective Level Package, where en emount n requested for Per Diem and 
Fees in F. Y. 1978. The schedule, upon completion, should be copied and attached to each decision packajp. 
except Minimum, as a fully completed display. 

- Catagoriet for type of Per Diem U provided. List Per Diem not categorized under the caption "List Other.** 

— Identify tf)e need for the Per Diem and Fee Categorized. 

- Show hjmflJ budgeted for each type of Per Diem or Fee for F. Y. 1977. 

_ Show ^jnds requested for Per Diem or Feel for F. Y. 1978 divided into the funding levels as requested 
on the dedsion padcagn. 

— Th« F. Y. 1978 Per Diem and Fees requerts will be listed on this form from the individual decision packages 
where hjnds are requested for this particular object, with the exception of the Minimum Level which will 
be included in the Currant Level for schedule purposes. 
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ZERO-BASE 
BUDGET 
Procedures & 
instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING Af(D BUDGET ^ Budyt Dlfiiion 



SECTION 

SCHEDULE OF COMPUTER CHARGES 



SUBJECT 

INSTRUCTIONS FOR FORM OPB » BUDGET. 44 



Form Punxag ^ . - 

This focm \i a detaiM sdiedufs of Computtr Charge* (or th« program which will ba attachad w eadi 
dacision packaga, axcapt for a Minimum Obiactiva Laval Packaga, '^'^,TJ!^\!l'\!!!!'^!^J!'L 
Computar Chargef in F. Y. 1978. Tha ichedule, upon complation, »hould be copied and attached to each 
decMon package, except Minimum, as a fully compiated display. 

- Show the account number of the system (assigned by DOAS). 

- Show the narrative description of the system. 

- Show the hjnds budgeted, by program, for F. Y. 1977 for each system and the funds requested for 
F. Y. 1978 as divided into the funding levels. 

- Ust new systems developmant wparataly. 

- The F. Y. 1978 Computer Chargw requests will be listed on this form from the individual d'ciu'w packages 
where hinds aia requested for this particular object, with the exception of the Minimum Level which win 
be included in the Current Level for schedule purposes. 

NOTE: DOAS can help provide the information you need to prepare this fonii. 



rvtriMMtawTNiM 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING AND BUDGET - Budgat Dmston 



SECTION 

SCHEDULE OF OTHER CONTRACTUAL EXPENSE 



SUBJECT 

INSTRUCTIONS FOR FORM OPB • BUDGET • 15 



Form PurpoM 

This form is a detaiM sch«dul« of Other Contractual Expensa for the program which will be attached to 
each dadsion package, except for a Minimum Objectiva Level Package, where an amount it requested for 
Other Contractual Btpeme In F. Y. 1978. The schedule, upon completion. *ould be copied and attached 
to each decision package, excapt Minimum, es a fully completed display. 

~ List type of contract. 

- Identify the need for the contract. 

- For each contract, show the amount budgeted for F. Y. 1977. 

- Show funds raquestad for F. Y. 1978 for each contract, divided into the funding Itvels as taken 
from the decision packages. 

The F. Yr7S7Jt»ther'Contractual Expense requests will be Ibtad on this form from the individual decision 
packages where funds are requested for this particular object, with the exception of the Minimum Level 
which will be included in the Currant Level for schedule purposes. 



DATE ^•^* 



PAGE 16 



OPB - Budget • 45 



125 



118 




ZERO 
BUDOET 

Procedures 
Instructions 



f XCCUnvC DCFARTMCNT 

OFFICE OF PLANNING AWO BUDGET 



Budot Diylrion 



CCCTIOM 

CAPITAL OUTLAY DETAIL 



SUMCT 

INSTRUCTIONS FOR FORM OPB BUOGET-«6 



Fortn Pufpoia 

Thi» fof m » 8 detailed .xplaoation of Capital Outlay for the program which will be attached to each deci»ioo 
p«!ia^^re ar, amount ii requested for Capital Outlay in F.-Y^1978.-Anvadditione1jnformatio^^ 
to explain the request should be attached. 

_ All lectioos of the form (A throo^ Gl should be completed for each project requested for each kind of 
dediion package where applicable. 

_ All comtruction or proiect fundi should be requested as Capital Outlay and not as General Obligation Bonds 
or Authority Lease Rentals. 



ZERaSASE BUDGET REQUEST 
CAf ITAL OUTLAY OETAlt 



Of8B>KH»t-4« 



uiiMATiocasi Of mcufCTi 



■ LOCAtlCM 




mn ruMM iiiomirid 



o srjiTi ruNM Hioutsnof CM aocmt«o«(ai. viam. 



DATE 



PAGE ^7 



OPB -Budget -46 



126 



119 



ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTWKMT 
OFFICE OF PLAWNtNO AND BUDGET - BudB«t Diiritkm 



SECTION 

ACTIVITY FEBSONAL SERVICES SCHEDULE PBEPARATION 



SUBJECT 

INSTRUCTIONS FOR FORM OPB - BUDGET- 47 



lik farm HrvM two purpQMt: 1) SumnwiM and dataiU Panood Servic« from th« Min«"™«;;V;^^ 
^ SSS^TSS^f^-itin, Activity, 2) D«,JI. P«u,nd Service, for . proflr»n Improvement peckeg. 
andisattKhedtotfMp^^ _ _ ^ 

Column 1 - Number of Budgeted Po»itior» 

- Enter tt>4 mirnber of poiJtiom for each position titki on the MiM gred^ 



Column 2 - Poiition Thie 



- Entw position titte rfphibeticeHy per Merit Sifitam a«wfication. 

Column 3 - Grade. Step. Anntvcrter^ 

n«* Marit Svitam pev arade a»Jgn«l to tha positior. aUa and pay itap ai It 4^ 
: ^JN^ lSSTeS^YS^a^SS to fadliSt. tfie clcul«io« acros. the form for «ich position. 

Column 4 - Payroll June 30. 19 76. Annual Rata 

- Enter position cort from the pay roll listing at the annualized rat. of grots pay at of June 30, 1976. Do 
not include salary increaies affectivo ^ly 1, 1976. 

Column 5 ~ F. Y. 1977 July 1 Rii« «n<l Withi rvorade Increases at Annual Rate. 

- Enter combined amount, for fuH^-ir costs of any F. Y. 1977 withiniF>da ina««» andJeU^onth 
W a^rtSwith the July 1 pay adjustment. Include also any promotions at annualized rates. 

CcAi/.w 6 - Annual Saiarv Reta June 30. 1977 0,7 

- Enter tha «jm of column 4 «id 5. These gross salaiy amount, should japrasant tiw gr«« ^^'^^J 
^XSan£fo'*«=hP«'«*«»' Do Jiatlndude salary incn«es requested to be effective July 1, 1977. 

rftl.iHin 7 - Al l or Part-Year Within-qrada Increases F. Y. 1978 

- Enter «no«nt. for wlthln^r-i. Increase, which vrlll occur In F. Y. 1978. Thb amount will vary, dapendmg 
on the number of months the raise b In effect. 

Column 8 - Pe nonal Sen>icei Budget . , ^ ^ a 

- Enter the sum of columns 6 and 7. These «nount. rapiB«nt the cost of the position for F. Y. 1978 and 
not the annual salary rata. 



F. Y. 1978 Current PosiHons 

- List position, alphabetically and group by filled or vacant positiom. 

- GrouTpositions with same position title, grade and .tap, 

_ S)sitiontitie« listed riiould be taken from tfw Annual Operating Budget. 

- Enter Total Currant Positions by adding Items under A. See sampia. 
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Instruction 



fXICUn VI DCFANTftlf NT 

OFFICE OF PLANNING AWO BUDGET - Bwdort Xhviuor. 
SCCTIOM 

ACTIVITY PERSONAL SERVICES SCHEDULE PREPARATION 
SUMCT 

INSTRUCTIONS FOR FORM 0PB BUOGET^7 (Continued) 



B. F. Y. 1978 Requetted Position Changet 

- Lilt poiitions wbich have been deleted or added in the entire actiwity for Minimum and Current Laval 
- functional paJcagn. 

- Delete poutioM on the grade and itap they currently are on. 

— List any new potitiora on step 1 . 

— Enter Total Position Changes by adding items under B. See sample. ' 



C, F.Y. 1978 Other Salary Cost 

— Enter amounts in column 8 for Other Salary Cost: 

NDXe: Separate Decision Packages are made for upgrading a class of personnel. Do not list here. 

— Stipends 

— Overtime 

- Nigttt Pay Differential 

- Enter Total Other Salary Cost by adding items under C. See sample. 

- Enter Total Salaries, after item C. by adding A. B. and C. See sample. 



D. F. Y. 1978 Requested Fringe Benefits 

- Enter amounts for fringe benefits in column 8. 

- F. Y. 1978 Rates: 

- F.I.C.A, rate is 5.8S% on a base of SIS^OO. 

- Retirement rate is 8% on Total Salaries. 

- Health Insuraica rate is 3.75% on Total Salaries. 

- Enter Total Fringe Benefits by adding items under D. See sample. 

E. F. Y. 1978 Temporary Help. 

- Enter amounts for temporary help in column 8. 

- Include fringe benefits for temporary help. 

F. F. Y. 1978 Requested Lapia Factors 



• Enter negative anwunts for Delayed Hiring and Turnover in column 8 as applicable. ^ 

• Delayed Hiring can only exist where new positions are requested or where new institutions are phasmg 
into operation. 

• Enter Total Lapse Factors by adding items under F. See sample. 



G. F. Y. 1978 Total Personal Services 

- Add amounts in column 8 to get Personal Services Total for F. Y. 1978. 
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PERSONAL SERViCeS SCHEDULE - MINIMUM AND CURRENT LEVEL 
OPB- BUDGET -47 
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PERSONAL SERVICES SCHEDULE - IMPROVEMENT OBJECTIVE LEVEL 
OPB- BUDGET -47 



f.y.^979 ZERO BASE BUDOrr REQUEST OPS • Budgai > «7 

^RSONALSCnVlCESSCHEDULE Put t ^ t 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXECUTIVE DEPARTMENT 
OFFICE OF PLANNING AND BUDGET - BudB>! DhMon 



SECTION 
SCHEDULE OF FUND SOURCES 



SUBJECT 

INSTRUCTIONS FOH FORM OPB • BUDGET -48 



Fofm PurpOM 

This form it ■ datilled schedule of Federal and Other fundi by Itemized source of the hindi. 
_ u,. Feder.1 Fund. by Fedarri Do..rt«tlc A«bt*nce Catalog <F.D.A.C.I number and Federal Agency granting 
the funds. 

_ ust Other Funds by source identification, example; Student Feet, Park Receipts. Patient Fees. 

_ Show fund, budgeted for each wurce of hinds for F. Y. 1976 Actual and F. Y. 1977 budgeted per the 

latest approved amendnient to the Annual Operating Budget. 
_ Show hjnds reque.ted for F. Y. 1978 divided into tha hinding level, a. requested on the decision 

packages. 

wnTE- Thi. form i. prepared at the Activity Level as a summary of the Current Level 

Wn uSS^ackage with the exception of the l-^P^^veme^t P«kafle v^;«y~ «^ 
. »pa!mte schedule toVach ImprovementPackage If Incfeases In fund »ur«« ocoir m them. 
DoS indudu Improvement amounts In the Current Levd summary for the Activity. 
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SCHEDULE OF fUND SOURCES - MI^IMUM^AND CURRENT LEVEL 
OPB. BUDGET -48 



ZtHO BASE BUDGET REQUEST 
SCHEDULE OF FUND SOURCES 



II S TntASUBV 



SAUS or STATISTICAL <««>UHTS 



41.000 



r.y. 'tTi wiouttrtp 



43.000 40.000 40.000 
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ZKRO 
BUDQET 

Frocedur 
Instruotlorm 



IXICUTIVE DErARTMCNT 

OFFICE DF PLANNING AND BUDGET - B"'^" D'"' 
MCTIOW ACTIVITY DR DEPARTMENT 
DECISION PACKAGE RANKING PREPARATIDN 



tUMCT 

IN5TRUCT1DN5 FDR FDRM OPB BUDGET SO 



Form Purpow 



TO>'(om,^i.pl.Y. th. Acti.l,Y or th. D.part,„.nt.l Sut. Fund prioriti., (or F. Y. 1978 (or.Kh decision 
5,rs,.« fund pro,r.n, cm. (or F. Y. 1077 (or .«h (,r>. p.ck.„ .n . «r,«. 

Rank . 

rioter priority numbr of e^h package, starting with number 1 « the highest 

a number wWch equal, the total number of packa^jei In any ^I'^^^l'l^V'^^^^^^ o 3 

2 of 3 and 3 of 3. Package 1 of 3 i» always ranked higher than 2 of 3 or 3 of 3. However. ^^^^^ 
Of 2 of Tor 3 of 3 in of^^^ «rie. can be nmked higher or lower than Packages .n another 
program leries. 



Packaoa Name 



of each Decision Package ranked and note the leries number by it. Names oj 
lould be « descriptive of the program as possible, preferably tha name of the program. 



Enter package name 
Decision Packagds should 

F. Y. 1977 Bu dgeted by Program / 

ZulT« WiZL, w» already shown by th. Um packa^ o( .h. «ri«. 

F. Y. 1978 Requested by Package 



. Enter the F. Y. 1978 amount for State funds requested and number of positions for each Oecs.on Package 
ranked. 

Cumulative Requested ^ -r . r v <iqt» 

- Enter the Cumulative State funds, the percentage the cumulative amount represents to the Total F. Y. 1977 
State fund total, and the cumulative number ot positions. 

Ranking Packages 



: =Tarnrjr.;^*Sn7?Jn'd?,i^;^on°^^^^^^^^^^ 

or fully by Federal or Other hinds. 
: S ^^jp^'^^^y and efficiently each one contributes to the Departmental 
- OMlsio"n PaS's"re ranked for each Activity and for the Department as well. 
Debt Service Ranking 



Rentals (A.L.R.'s) and General Obligation Bond (G. 0. Bond) payments should 



• Existing Authority Lease 
- ^omr:X n- a:l.R.^; or G. 0. Bond payments for construction in F. Y. 1978. rathe., any 
request for a>nstruction in F. Y. 1978 should be requested as Cap.tal Outlay . 
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ACTIVITY RANKING 
OPB- BUDGET -60 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



eXECUTIVI DEPARTMENT 
OFFICE OF PLANNING AND BUOQET - Ptinniofl Divhion 



SECTION 

ACTIVITY INFORMATION SUMMARY 



SUBJECT 

INSTRUCTIONS FOR TORM OPB . PLANNING • 51A 



Form PurpoM 

Thli form dM«V» deKrIplion informttion about an Activity nflceuary to provide b basic undorstanding 
of ths activltY'f oparations. 

1. Activity Purpow 



- Review amJ revlie. If necettary. the itatoment of purpose for thli activity found In Volume II, Program 
Display, of the Governor's Recommended Budget for F. Y. 1977. The Activity Purpose should bo a 
dear and concise sUtement of why the activity is being conducted. 

2. Activity Description 

" Review and revise. If necessary, ths description of this activity found in Volume 11 of the Governor's 
Recommended Budget for F. Y. 1977. Identify the servlce(s) being provided and cetegorize the 
recipients by service used. 

3. Basis o f Authorization 

- Identify the legal and administrative mandetes which form the basis for operation of this activity. 

4. Enumerate Programs of this Activity 

- List the programs v*(hich are contained within this Activity. The listing should bo the tame as niod for 
preparation of the individual decision packages. 

5. Forecast of Substantial Changes In Scope of Activity 

- Identify any expected (within the next five years) cliangos In the scope of activity purpose or the 
programs performed. Identify the expected source of initiative for these changes and explain the 
expected effecu on services being provided and on categories of recipients (example: changing 
Federel program regulations). 

6. Enumerate Sources of Funding 

- Lirt ti>e sources which provide funds for this ectlvlty. In the cese of Federal funds. Identify source 
by program name (axample: HUD 70 
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ACTIVITY INFORMATION SUMMARY 
OPB* PLANNING 'SIA 



7filODASl HUOGFI IllOUlSt OPB-Pttonmo 6IA 

ACIIVIIV tNFOHMATION SUMMARV 



ladihimfwtht iiut dttintii* >utuiulb«nii inrt full tntiMimni imt I0 i|ipia«* or rfiMf i|i|l*iIiIi)i ntwop tipiPittti \Hi>im 

lo itlr«m.r-«ihri[»i'/'fln i'l» »ii<fltn»itwn ir* Mui tnii«»:i*l co^dilxmol b»nki tnd ItinJl mltitutiOM. ^lU ;otrpiih#rti»« itporti «*i>tli tn*ly/t JMtf 1in*n{til lUtUl.nu^i 
itio<»it»ndi'.t>n» iDCMiici iiiotii»rUi» (ni"> ••iHii* iM ot|i lo»m. rfiti««tM igpliCiMi hi nw» ot tiptndta f«t»lti*i. «<»d mMi iirtnn>«(»il4Jioni ig th* Comfwaion at 

tut t1 A GlUi,4<i Co<1i *nn«iPIIM 



I, "fl-n.n.iMitii.n -"»l"iiw».i«iiii»t OU ttt al Oi'if Hf t f»m *uai!i Iiimirjhofi tnd tnJvci of Sim ChiiwttJ BmiLi rtf Thtili Iminulwu 

D Siip«fi>uM< ■ fxiMKiii ind Piri.Mif>tl SiPpciitSfUicn d ¥^01 a*nk.n» ntfulit.am - R»»*«.»»uI»m ind updiit el »*»lm9 Hf»«litiom 

• IhtilllnitiUhMi Kttuutfm ' RtviM.mWct •'Klupdiltol TtHiU IniHulion R*guliiion> 

si^#* i f^Kii H»jiriiiii«ii #irtfmtn DmM ind Ihdit ImlitMiioni 1 enmoi^it imtnon n» Iht Sww itflulitionnowprunj 1^^t^ *vt«c« t "Wtdittil TM 
MilfrauiitiutiiiinMi laditmM la tt» nwifi b^flii^joa ttiTittiMtilutmn i»#*l«tioni luttna P"«titt ihtiM ind 10 monitoi tnlotttmint. 
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ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



EXHCUTIVC DEPARTMCNT 
OFFICE OF PLANNING AND BUDGET - Pfwntng DUwon 



SECTION 

ACTIVITY PERFORMANCE EVALUATION SUMMARY 



SUBJECT 

INSTRUCTIONS FOR FORM OPB • PLANNING • 51B 



Form Purpom 

Thif form summari/ei. .t th. .ctivity l«v(ii. the progrim, evsJu-tfon inform.tion co""'""^.*" ^^'T, 
d^Juion ipacKtyti. it i« Important w nota th.t. where poi.ible. the most Important or major Item, .hoold 
be selected (or listing ratfier than simply listing all previously identified items. 

1. Major ObiectiveUI 

- List Cie Moior Objectivei of the programs contained within thi^ activity as set forth in the program 
dedston packages. 

2. Limited Obioctivei 

~ Select only the best oc most illustraiive Limited Objectives of the programs contained within tf»is 
activity for each of the levels of effort contained in the decision packapes. At Idwt one Limited 
Objective should be selected for each program contained withm the activity. 

3. Evaluation Measures 

- Select the evaluation measures correiponHing to the above «lected Limited Objectives for each of the 
pf ograms contained within this activity. 

- Project the expected outcome of each measure for F. Y . 1977 and each of the levels of funding contained 
in the F. V. 1978 decision packages. 



{Attach additional sheets if necessary) 
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ACTIVITY PERFORMANCE EVALUATION SUMMARY 
OPB. PLANNING- SIB 



ZERO-BAU tUOQET RtOUUV 
ACriVIIV PCNFONMANCt EVALUATION SUMMARY 
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, L***lli) 

TtH*MM)0%Bli«Mi»h|*iidl4X*l«M|fmriiAitiuMn>d«iM|F.V. ll77«^ta(Mfi«i(< 
f • (MM wri M^M iO% at lt« iv^ltMM fnwttmi MMl Mtd tfi " 



« n^uM loiRMMtffMMinttmiMM. 



Ta iitmw ll>at M ft«>4i ^ IOO%a< <« »nfi a<(uiuMiw*iri«| F. V. Ilff ml la Mt^i ont Mt 
nvf» Ntd la a«d*ia 100«l at Bw fi^taiiamiawnwf banki ifintt MttiMttom. 


im«tli|iMn Una pat 


aqMtnlatMMwaapa 


•iMIauHtM. Ta 




r V tin 


F, Y, tan 


r. Y, itTi 




F.Y.ItW 


Hat IwlktlatMinM 
H al r>nh intMwbMt ttuwimt 
\t* i** K4ifu<*MMi H«>t«— a and UpdaM 
%•< Ib4i liWJtaMn fU^itMM Ra«<tMd 
wdUfrfawd 


9S 
100 
10 

10 


10 
14 

y 

M 


IS 

100 
N 

SO 


M 

100 

as 

M 


too 

100 


i i<»H««i< Hftwm, »Nn»Mi 
Akw«« Cait a« Sank f larnxMliM 
AMt|*C«4|.i }hritrlni1>tvti«iifu«Mi«|ia<t 
Mm Haw Cail m Updaia Ra|yiiMna 
Han Haw Can m Upan liHttt (Mtnuria* 


tj.m 

IMI 

tlliO 


utso 

IKl 

in (I 
in II 


UJ10 

nrs 
tisu 


UJMO 
UTI 

taw 


tll.U 



29 



138 



131 




ZERO-BASE 
BUDGET 
Procedures & 
Instructions 



iXECUTIVE DEPARTMENT 

OFPiCR OF PLANNING AND BUDGET - BoJgtt Oifition 



SECTION 

ACTIVITY FINANCIAL SUMMARY 



SUBJECT 

INSTRUCTIONS FOR F0RM0Pe-BUDGET'S2 



Form PurpoM 

This form it a nimmtrY of Mib>ob}«cts. objtcu. fund tourcM of tht DecUbn Package Rwiking Forms, 
lupporttd by tha dadslon padtjgu. for a ontira Activity. 

- Shaw amounts by entagoriat listsd for F. Y. 1976 Actual. F. Y. 1977 Budgtt. and F. Y. 1978 requested. 
F. Y. 1978 requested is divMed into three funding levels summarized from the decision packages submitted. 

- Amounts for F. Y. 1977 shouki be identical to the Annual Operating Budget to include amendments 
thereto approved by OPB since the beginning of the Fiscal Yeer. 
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ACTIVITY FINAMCIAL SUMMARY 
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CHAPTHR V 

ANALYSIS OF THE ZERO-BASE BUDGETING SYSTEM 
EMPLOYED BY THE STATE OF GEORGIA 

I ntroduct ion 

The purpose of this chapter is to analyze and evaluate 
the zero-base budgeting system presently employed by the 
State of Georgia. This investigation of the merits of zero- 
base budgeting is divided into three principal sections: 

1. A measurejncnt of the acceptance of the zero-base 
budgeting system by all budget participants. 

2. An analysis of the zero-base budgeting system's 
contribution toward a greater degree of management control 
than thi; previous i icremental budgeting system. 

5. An analysis and evaluation of other problems or 
factors relevant to the effectiveness of the zero-base budg- 
eting system. 

Description of the System Analysi s 
The following investigation techniques were employed 

durini: the analysis phase of this study: 

1. Conduct preliminary interviews with selected 

departmental budget analysts; 
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2. Develop a system questionnaire and distribute it 
to all zero-base budgeting analysts; 

3. Conduct follow-up interviews with selected depart- 
mental budget analysts, department heads, and Governor Jimmy 
Carter; 

4. Conduct a detailed examination of the zero-base 
budgeting procedures and techniques presently employed; and 

5. Review The executive budgets for the State of 
Georgia for fiscal years 1972, 1973, and 1974. 

Interviews were conducted with selected budget analysts 
prior to the preparation of the system questionnaire. The 
purpose of these interviews was to determine the problem 
areas in the budgeting process which should be investigated. 
In addition, preliminary drafts of the system questionnaire 
were reviewed by these analysts prior to the preparation and 
distributi of the system questionnaire. A copy of the 
system questionnaire is presented in Appendix D. 

The system questionnaires were sent to the budget ana- 
lysts in the twenty-seven departments employing the zero-base 
budgeting system. Alsr . system questionnaires were distri- 
buted' to the twelve budget analysts in the Office of Planning 
and Budget. Telephone calls were made to each recipient of 
the questionnaire prior to or immediately preceding the 
initial mailing of the questionnaire. These calls were made 
to stress the- importance and confidentiality of the survey. 
In addition, a follow-up letter with an additional copy of 
the system questionnaire was sent to all budget analysts 
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approx jinat ely fivv weeks after the initial mailing in an 
effort to improve the response to the survey. Samples of the 
orir.inal transmittal letter and the follow-up letter are pre- 
sented in Appendix I: and Appendix F» respectively. 

Thirty-two system questionnaires were completed and 
returned by the budget analysts. This represents a response 
rate of 821,. 

The survey compares the responses of the budget analysts 
in three ways. The first comparison separates responses of 
budget analysts in the ope rat ing departments from those of 
budget analysts in the Office of Planning and Budget. This 
separation was accomplished by marking "OPB" on the question- 
naires sent to the budget analysts in the Office of Planning 
and Budget. The purpose of this comparison was to evaluate 
the views of both types of budget analysts in regard to the 
zero-base budgeting system, A summary of the responses 
a r ranged in this m an n e r i s p r e s e n t e d i n Ap p e rid i x G . 

The second comparison differentiates between the 
responses of the departmental budget analysts present during 
•the imjilementation of zero-base budgeting and the responses 
of the budget analysts who were not. The differentiation 
was accomplished by asking each participant to mark the 
appropriate box on the top portion of the questionnaire. 
This separation was done in order to compare and evaluate 
the views of (1) those budget analysts experienced in both 
the incremental and zero-base budgeting systems employed in 
the State of Georgia » and (2) budget analysts who have worked 
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only with the zero-base budgeting system. A summary of the 
responses arranged in this manner is presented in Appendix H. 

The final comparison separates the responses of the 
departmental budget analysts based on the relative size of 
the department. This was accomplished by asking the budget 
analysts to check the appropriate box representing the amount 
of state funds allocated to his department in the previous 
fiscal year budget/ The options given were (1) greater than 
$100,000,000, (2) greater than $10,000,000, (3) greater than 
$5 ,000 , 000 , or ' (4) less than $5,000,000. This separation was 
made to determine v;hether the effectiveness of the zero-base 
budgeting system is affected by the size of the department. 
A summary of the responses according to relative size of the 
departments is presented in Appendix I. 

The overall results obtained from the system question- 
naire are contained in Appendix J. In addition to merely 
answering the multiple-choice questions in the system 
questionnaire, many budget analysts volunteered comments of 
their own. These comments appear in Appendix K. 

After the results of the survey were tabulated and 
summarised, follow-up interviews were conducted with selected 
budget analysts and department heads. The purpose of these 
interviews was to review the findings of the survey with the 
participants and their superiors in an effort to get a better 
understanding of the survey results. Also, a meeting was 
held on January 7, 1974 with Governor Jimmy Carter and Mr. 
Clark Stevens, Head of the Budget Bureau of the Office 
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of Planning and Budijct , to discuss the findings of the 
survey. 

In addition to the system questionnaire and personal 
interviews, a detailed examination was made of the zero-base 
budgeting procedures and techniques presently being employed. 
This involved not only a thorough inspection of zero-base 
budgeting manuals and instructions distributed statewide, but 
also an examination of the various departmental instructions 
and techniques as Well. 

The final investigative technique employed was a review 
of the executive budgets for fiscal years 1972, 1973, and 
1974. iixecutive budgets are the proposed budgets submitted 
by the Governor to the General Assembly of Georgia for their 
consideration and approval . This was done in an effort to 
determine quantitatively whether there had been a shifting 
of financial resources as a direct result of the implementa- 
tion of zero-base budgeting. The executive budget for fiscal 
year 1972 represents the' last executive budget prepared under 
the incremental budgeting system. Executive budgets for 
fiscal years 1973 and 1974 reflect the allocation of resources 
under the new zero-base budgeting system. 

Personnel Acceptance of Zero-Base Budgeting 
This phase of the analysis is concerned with the degree 
of acceptance of the zero-base budgeting system by budgeting 
personnel in the State of Georgia. In order for any new 
system to be successful, it must have the acceptance and 
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confidence of the personnel who are responsible for adminis- 
tering the system. Acceptance will, in turn, depend upon the 
consideration given to human factors during the planning and 
implementation stages of the new system. 

In their book, Financial In formation Systems : Theory 
and Practice , James B. Bower, Robert E. Schlosser, and Charles 
T. Zlatkovich introduced the human factors principle of sys- 
tem design. This principle states that the design of a sys- 
tem should be consistent with the applicable human factors 
since people are responsible for the effectiveness of the 
system.^ The term human factors includes all those person- 
ality traits that consciously or unconsciously shape the 

2 

system as finally designed. 

For convenience in examining the effect of those human 
factors affecting the acceptability or unacceptability of the 
zero-base budgeting system, two levels of management are 
distinguished: top management and middle management. Top 
management consists of the Governor and department heads. 
The term, middle management, is used in referring to budgeting 
personnel at lower organizational levels within the depart- 
ments. In addition to the two levels of management mentioned, 
the attitudes of the budget analysts in the Department of 



James B. Bower, Robert E. Schlosser, and Charles T. 
Zlatkovich, Financial Information Systems [Boston: Allyn § 
Bacon, Inc. , 1970) , p. 152. 

^ Jbid . , p. 155. 
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Planning and Hutlyut concerning the zero-base budgeting system 



The purpose of this section is to examine top manage- 
ment's attitudes concerning the zero-base budgeting system. 
"It is axiomatic that the' wholehearted support of top manage- 
ment is required for system acceptance and success. Middle 
management and non-supervisory employees are quick to take 
their cue from the attitudes that flow downward."^ 

The zero-base budgeting system does have the full sup- 
port of Governor Carter. This is evidenced by a statement 
made by the Governor during an interview: "I think| our 
zero-base budgeting system is great for management's decision- 
making. . . .Zero-base budgeting, in itself, has given me an 

extremely valuable method by which I can understand what 

happens deep in a department."'* 

flowever, the Governor's strong support of zero-base 
budgeting is not shared by many of his department heads. Of 
thirteen department heads interviewed during this survey, 
only two indicated strong support for the zero-base budgeting 

"^James B. Bower and J. Bruce Sefert, "Human Factors in 
System Design," Management Services , II, No. 6 (November- 
December, 1965), p. 41, 

4 

Governor Jimmy Carter, interview held in the Governor's 
Office, State Capital Building, Atlanta, Georgia, January 7, 
1974. 



are presented . 
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system. The other department heads expressed varying degrees 
of dissatisfaction with the new budgeting system. 

Much of this dissatisfaction with zero-base budgeting 
stems from the way in which it was originally presented and 
later implemented.- Governor Carter was interested in a budg- 
eting system which would enable him to examine the state's 
expenditures in detail. After hearing of Peter Phyrr^s 
article concerning zero-base budgeting, Governor Carter 
invited Mr. Phyrr to Atlr'nt.-i to discuss the budgeting system. 
Mr. Phyrr was later employed as a consultant to implement the 
zero-base budgeting system in the State of Georgia. 

After the decision* was made to implement the new budg- 
eting system, Governor Carter held a series of meetings with 
his department heads to explain the system and the reasons 
for its adoption. Although Governor Carter is to be commended 
for his effort to gain the full support of his department 
heads, the fact that they had no input into the original 
decision to adopt' the zero-base budgeting system most cer- 
tainly had a detrimental effect on their attitudes. 

Another factor contributing to less than full support 
of zero-base budgeting by department heads concerns the 
political framework existing in the executive branch of the 
government of the State of Georgia. Individuals can become 
department heads in one of three ways: CI) appointment by 
the Governor, i2) appointment by a state committee or board, 
and C3) selection by the electorate of the State of Georgia 
in a statewide election. In a situation such as this, it is 
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Extremely difficult for a Governor to receive the whole- 
hearted support of his department heads for his programs. : 
Some evidence of a breakdown in support is evidenced by the; 
fact that several department heads went directly to the • 
budgeting session of the legislative branch to request more 
funds than allotted to their departments in the executive : 
budget. 

The method of selecting department heads created many- 
problems during the implementation stage of zero-base budg- 
eting. All of Mr. Phyrr's budgeting experience was with 
Texas Instruments, Inc. There, department heads either con- 
form to the directives of top management or take the risk ojf 
being replaced. j 

This management environment can be illustrated by a j 
situation that occurred at Texas Instruments, Inc. during j 

...the. .firsts, few weeks of zero-base budgeting. During the pre,- 

paration of decision packages, many department heads com- 
plained that it was virtually impossible to prepare decision 
packages for each function which reflected a level of effort 
below the current level. In view of these complaints, higher 
management met with the disgruntled department heads to 
explain that the preparation of decision packages represent- 
ing a minimum level of effort does not necessarily result in 

•t 

a reduction in their budget. The department heads were then 
informed that if they still felt they were unable to prepare 
these decision packages , then a replacement would be found 
who could do the job. Consequently, decision packages 
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representing a minimum level of effort were prepared for each 
function participating in the zero-base budgeting process*^ 

However, when Mr. Phyrr encountered this type of resis- 
tance by department heads in the State of Georgia, he was 
often unable to change their views regarding the new system. 
This should not be considered a criticism of Governor Carter, 
Mr. Phyrr, or any other individual; rather, it was a result 
of the political framework existing in the executive branch 
of the government. Consequently, much of Mr. Phyrr 's efforts 
to establish a budgeting system similar to that at Texas 
Instruments, Inc. were thwarted by the department heads. 

Departmental Budget Analysts' Acceptance 
of Zero-Base B udgeting 

This section examines the degree of acceptance of the 
zero-base budgeting system by departmental budget analysts. 
This analysis is based on results obtained from the system 
questionnaire and personal interviews with departmental 
budget analysts both before and after the distribution of 
the system questionnaire. 

It is the premise of this analysis that the views of 
middle management regarding the new budgeting system can be 
adequately represented by the responses of the departmental 
budget analysts. These analysts assist each activity within 
the departments Vith their budget preparation. In fact, many 



Peter Phyrr, interview held during meeting of the 
International Conference of the Planning Executives Insti- 
tute, Xew York Hilton Hotel, May 15, 1972. 
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activities depend on their departmental budget analysts to 
perform all the detailed work in preparing decision packages. 
Also, the actual rankings of decision packages are greatly 
influenced by the departmental budget analysts. Therefore, 
it is concluded that the degree of acceptance by departmental 
budget analysts is a key variable to the success or failure 
of the zero-base budgeting system. 

Summaries of the responses to the system questionnaire 
are presented in the Appendices. This phase of the analysis 
is particularly concerned with the responses of departmental 
budget analysts regarding questions pertaining to their 
perception of: 

1. The involvement of department heads in the zero- 
base budgeting process. 

2. The involvement of first-line supervisors in the 
2cro-babe budgeting process, 

Ji. The ^{iequacy of the planning phase prior to the 
implementation of t-he zero -base budgeting system, 

4, The adequac>' of the instructions pertaining to the 
2ero-b;iiie budgeting sys.tem, 

5, The availabiliity of cost data necessary to properly 
prepare decision packages, 

6, The degree of feedback regarding changes in depart- 
mental and activity d<ec ision package rankings. 

7r The effect of zero-base budgeting on the quality 
of management information. 
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8. The reallocation of financial resources as a result 
of implementing the zero-base budgeting system. 

9. Opinion's of the zero-base budgeting system and its 
future applicability in the State of Georgia. 

Involvement of Department fleads . The involvement of 
department heads in the zero-base budgeting system as per- 
ceived by departmental budget analysts is the subject of this 
first section. Table 1 presents a summary of the responses 
by departmental budget analysts regarding this question. • 

Over half (56%) of the respondents indicated there had 
been no increase in the involvement of department heads in 
budget formulation as a result of implementing the zero-base 
budgeting system. While it is encouraging to note that no 
respondent indicated a decrease in the involvement by depart- 
ment heads in the now budgeting system, it is equally dis- 
couraging that such a high proportion felt there had been no 
increase in their involvement. In view of the increased 
efforts required of budget analysts in preparing the budget, 
any feelings they may have regarding a lack of support from 
their department heads would have a detrimental effect on the 
effectiveness of the new zero-base budgeting system. 

The findings do indicate greater involvement on the 
part of department heads in a number of departments. It can 
therefore be concluded that while the budget analysts* per- 
ception of department head involvement in the zero-base 
budgeting process is less than had been originally expected; 
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there has been an improvement in the degree of involvement o 
department heads as a result o£ the zero-base budgeting 
system. 

TABLE 1 

INVOLVEMENT OF DEPARTMENT HEADS AS PERCEIVED 
BY DEPARTMENTAL BUDGET ANALYSTS 



Did the agencv head become more involved in budget 
formulation after the implementation of zero-base budgeting- 







.Percentage of Respondents 






Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a. 


Much more 
involved 


22% 


18% 


33% 


b. 


Slightly more 
involved 


22 


23 


17 


c. 


About the 
same 


56 


59 


50 


d. 


Slightly less, 
involved 


. 0 


0 


0 


e. 


Much less 
involved 


0 


0 


0 






100% 


100% 


100% 




Total Number 
of Respondents 


C23) 


(17) 


(6) 



Involvement of First-Line Supervisors . The degree of 
involvement in the budgeting process by first-line super- 
visors as perceived by departmental budget analysts is given 
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in Table 2. The term "first-line supervisors pertains to 
all supervisory personnel below the department head level 
actively engaged in the budgeting process. This would 
include all activity managers and in some cases would include 
the supervisor of a large function. 

TABLE 2 

IiWOLVEMENT OF FIRST- LINE SUPERVISORS AS PERCEIVED 
BY DEPARTMENTAL BUDGET ANALYSTS 



Did first-line supervisors become more involved in 
budget formulation after the implementation of zero-base 
budgeting? 







Percentage of Respondents 






Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a. 


Much more 
involved 


44% 


47% 


33% 


b. 


Slightly more 
involved 


1'7 


12 


33 


c . 


About the 
same 


39 


41 


34 


d. 


Slightly less 
involved 


0 


0 


0 


e . 


Much less 
involved 


0 


0 


- 0 






100% 


100% 


100% 




Total Number 
of Respondents 


(23) 


(17) 


(6) 
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In general, it can- he concluded that most departmental 

hudget analysts believe there has been a j^reater degree of 
involvement in budget formulation by first-line supervisors 
under the zero-base budgeting system. All departmental 
participants in the survey agreed there has been no decrease 
in the involvement of first-line supervisors in the budgeting 
process. Khile a number of the respondents (391) expressed 
the opinion that there has not been an increase in the 
involvement of first-line supervisors, the majority of the 
respondents t61^) indicated more involvement as a result of 
the zero-base budgeting system. 

Adequacy of the Advanced Planning Phase . In order to 
insure the success of any new system, there must be adequate 
planning prior to its implementation. The adequacy of the . 
advanced planning ph:*se of zero-base budgeting as perceived 
jjy departmental budget analysts is given in Table 3. 

These findings indicate considerable doubt on the part 
of those" individuals responsible for preparing the budget as 
to the adequacy of the planning phase prior to che imple- 
mentation of the new budgeting system. Typical comments from 
sufvey participants were: "The system was designed, for 
industry and not state government." "Each agency should have- 
had time io work with the system to test it before it was 
implemented.*' (Appendix K) . 

The adequacy of the planning prior to the imple7nentation 
of the zero-base budgeting system is examined in a later 
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section of this study. The important point to note here is 
that most of the budgeting personnel in the lower organiza- 
tional levels believe the advanced planning phase was 
inadequate. This would most certainly have a detrimental 
effect on their performance during the first year of ^he new 
system. 

TABLE 3 

THE ADEQUACY OF THE .ADVANCED PLANNING PHASE 
OF ZERO- BASE BUDGETING AS PERCEIVED BY 
DEPARTMENTAL BUDGET ANALYSTS 



Do you feel adequate advanced planning on the part of 
the Budget Bureau was conducted before implementation oi; the 
new 2ero-base budgeting system? 



• Percentage of Respondent's 





Total 


Present During 
Implementation 


Not 

P-resent During 
Implementation 


a. 


Yes 


17% 


18% 


17% 


b. 


No 


65 


■ ■ -64 


- -66 - 


c . 


Uncertain 


IS 


18 


17 






100% 


100% 


100% 




Total Number 
of Respondents 


(23) 


(17) 


(6) 



.^(^equacy of the Budget Instructions . A prers^^quisite 
for an effective and efficient budgeting system is the pre- 
paration of adequate instructions regarding how the job 
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should be performed. An excellent budgeting system can fail --- 
because individuals charged with the responsibility of pre- 
paring the budget are given inadequate instructions. The 
opinions of departmental budget analysts regarding the ade- 
quacy of budget instructions during the first year of zero- 
base budgeting and the adequacy of the present budget 
instructions are presented in Table 4. 

It is evident that there was some dissatisfaction with 
the original zero-base budgeting instructions. Of those 
departmental budget analysts who were present during the 
first year of zero-base budgeting, over half f53%) indicated 
that instructions were inadequate. This dissatisfaction with 
the original budget instructions is illustrated by this com- ' 
ment from a departmental budget analyst: 

Instruct iorfs-^wcre poorly prepared. There were 
contradi c t ions in in format i on g iven by the Budget 
Bureau during preparation and final analysis. There 
was a lack of knowledge as to requirements by the 
Budget Bureau. (Appendix K) . 

It is also evident that there'presently exists general 
satisfaction with the current budget instructions. Eighty- 
three percent of all departmental budgeting analysts partic- 
ipating in the survey indicated they now have adequate 
instructions to prepare a zero-base budget. 

The Availabil ity of Cost Data . The availability of cost 
•.^•Xt''"?. necessary fc.v proper preparation of a budget is essential 
to any budgeting system. The opinions of departmental budget 
analysts regarding the adequacy of cost data for decision 
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package preparat ion both in the first year of zero-base 
budgeting. and presently are given in Table 5, 

TABLU 4 

ADUQUACV OV THE ZERO-BASE BUDGETING INSTRUCTIONS 
AS PERCEIVED BY DEPARTMENTAL BUDGET ANALYSTS 



Do you feel you received adequate instructions during 
the first year of zero-base budgeting to properly prepare 
your budget requests? 





Percentage of Respondents 




Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a. Yes 


48% 


411 


661 


b. No 


43 


53 


17 


c. Uncertain 


9 


6 


17 


Total Number 
of Respondents 


100% 


lOOi 


100.% 


(23) 


(17) 


(6) 



Oo you feel you presently have adequate instructions as 
to how to properly prepare a decision package? 





Percentage of Respondents 




Total 


Present During 
Imp.Tementation 


Not 

Present During 
Implementation 


a. Yes 


831 


B2% 


831 


b. No 


13 


12 


17 


c. Uncertain 


4 


6 


0 • 


Total N'umber [ 
of Respondents j 


100', 


100% 


100% 


(23) 


(17) 


(6) 
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TABLB 5 

AVAILABILITY OF ADEQUATH COST DATA FOR 
DECISION PACKAGE PREPARATION AS 
PERCEIVED BY DEPARTMENTAL 
BUDGET ANALYSTS 



During the first year of operating with the zero-base 
budjieting system, did you have adequate cost data available 
to properly prepare a decision package? 





Percentage of Respondents 




Total 


Present During 
Implementat ion 


Not 

Present During 
Implementation 


a. Yes 


50=, 


29% 


33% 


b. No 


65 


71 


50 


c. Uncertain 




0 


17 




100% 


100% 


100% 


Total Number 
of Respondents 


(23) 


(17) 


(6) 



Do you feel you presently have adequate cost data 
necessary to properly prepare a decision package? 





Percentage of Respondents 




Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a. Yes 


65% 


53% 


100% 


b . No 


50 


41 


0 


c. Uncertain 


9 


6 


0 




100% 


100% 


100% 


Total Number 
of Respondents 


(23) 


(17) 


(6) 



One conclusion to be derived from these findings is 
that a high proportion (71%) of those departmental budget- 
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luwilysli-. present durinf; the first year of zero-base budgeting 
felt the cost data available for butlget preparation was 
iniidcqii.-itc . As a result, a large amount of cost allocation 
occurred which adversely affected the operations of the new 
budgeting system. 

It can be concluded that there has been a substantial 
increase in the availability of cost data since the first 
year of zero-base budgeting. Sixty-five percent of the 
respondents indicated they presently have adequate cost data 
for preparing decision packages. 

However, many departmental budget analysts f30%) are' 
still dissatisfied with the availability of adequate cost 
data for decision package preparation. This problem is 
examined in greater detail in a later section of this chapter. 

I'eedback Regarding Changes in Decision Package Pre - 
parat ion . This section of the analysis is concerned with the 
opinions of departmental budget analysts regarding the amount 
of feedback they receive when decision package rankings are 
changed at higher organizational levels. A more comprehen- 
sive examination concerning the degree of feedback existing 
in the .zero-base budgeting system is presented in a subse- 
quent section of this chapter. Table 6 presents the opinions 
of de]\ir tmental budget analysts regarding the adequacy of 
feedback pertaining to changes in decision package rankings. 

Ti is interesting to note that all the unfavorable 
responses (36%) came from those budget analysts who were 
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present during the orij;.inal implementation of zero-base 
biJtJi»et ing . This might well indicate that much of the dij- 
s;U is fact ion with the degree of feedback results from experi- 
ences in the new system's first year. In any case, there 
still exists some dissatisfaction with the decree of feedback 
regarding changes in decision package rankingb. Certainly 
this is not an insurmountable problem and an effort should be 
made to improve the feedback at every organizational level. 

TABLE 6 

ADEQUACY 01- rF.EDBACK RHtlARDING CHANGHS IN 
DECISION PACKAGE RANKINGS AS PERCEIVED 
BY DEPAKTMENTAL BUDGET ANALYSTS 



After your iigency has submitted its decision package 
rankings for :;xecutive review, were you notified of any 
changes in these rankings and the reasons for the change? 







Percentage of Respondents 






Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a » 


Always 


35s 


29% 


501 


b. 


Most of the time 


39 


35 


50 


c. 


Seldom 




12 


0 


d. 


Never 


17 


24 


0 






100% 

! 


100^ 


1001 




Total Number 
of Respondents 


C23) 


(in 


C6) 
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Qual it>- of Mana^LMucnt Information . One of the proposed 
benefits accruing from the use of a zero-base budgeting sys- 
tem is an increase in the quality of management information. 
The purpose of this section of the analysis is to examine the 
opinions of departmental budget analysts as to the success or 
failure of zero-base budgeting in fulfilling this objective. 
The quality of management information under the new budgeting 
system as perceived by departmental budget analysts is pre- 
sented in Table 7. 

Many respondents C39%) indicated no improvement in 
management information as a result of using zero-base budget- 
ing. However, it is equally important to observe that over 
half (61%) indicated an improvement in the quality of manage- 
ment inf ormat ion . 

In addition, there is apparently a great deal of dis- 
agreement between the two classes of departmental budget 
analysts participating in the survey. Those analysts present 
during the first year of zero-base . budgeting indicated a much 
greater degree of dissatisfaction C47%) with the quality of 
management information than did the Analysts who did not 
participate in both budgeting processes, (171). 

It can be concluded, that the zero-base budgeting system 
has had limited success in improving the quality of manage- 
ment information as perceived by departmental budget analysts. 
This problem is examined in more detail in a subsequent 
section of this chapter. 
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TABl.I; 7 

QUALITY OF M>\NAGEMENT INI-ORMATION AS PERCHIVRD 
BY DEPARTMENTAL BUDGET ANALYSTS 



All yood budyetinK systems generate information for 
management planning and control. What effect did the zero- 
base budgeting system have 'on the quality of management 
information as compared to the previous incremental budgeting 
system , 



Percentage of Respondents 



Total Present During 
: Implementation 



■ Not 
Present During 
Implementation 



a. Quality of manage- 
ment information 
substant ially 
improved 

b. Quality of manage- 
ment informat ion 
si ightly improved 

c. About the same as 
before 

d. Quality of manage- 
ment in format i on 
decreased si ightly 

e. Quality of manage- 
ment information 
substant ial ly 
decreased 



Total Number 
of Respondents 



13?p 


12% 


17% 


48 


i 


66 


39 


\ 

! 47 


)7 


0 

1 


0 


0 


1 

i . 

i 0 


0 


0 


! 100% 

i 


100% 


100% 


1 (23) 


(17) 


(6) 



The Reallocation of Financial Resources . Another pro- 
posed benefit accruing from the installation of a zero-base 
budgeting system is a more efficient allocation of the State's 
financial resources. The purpose of this section of the 
analysis is to present the opinions of budgeting personnel 
regarding the capability of the zero-base budgeting system 
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to reallocate fuiids amon^ functions within the departments. 
An analysis as to whether there has actually been a more 
efficient allocation of financial resources as a direct 
rcr<ult of implementing zero-base budgeting is presentea in a 
subsequent section of this chapter. The effectiveness of 
zero-base budgeting to reallocate financial resources as per- 
ceived by departmental budget analysts is shown in Tab.le 8. 

TABLE 8 

TMi: HFIECTS OV ZHRO-BASH BUDCliTlNG ON THF. RHALLOCATION 
OF THF. STATE'S FINANCIAL RliSOURCES AS PERCEIVED 
BY DEPARTMENTAL BUDGET ANALYSTS 



Did the implementation of the zero-base budgeting sys- 
tem cause a shifting of financial resources among functions 
in your agency? • 







Percentage of Respondents 






Total 


Prer ^fit During 
Implementation 


Not 

Present During 
Implementation 


a . 


Large shifting 
of financial 
resources 


0% 


0% 


0^ 


b. 


Some shifting 
of f inane ial 
resources 


17 


0 


67 


c . 


No apparent 
shift ing 0 f 
f inane ial 
resources 


83 


100 


35 


d. 


Uncertain 


0 


0 


0 




Total Number 
of Respondents 


lOin 


lOO'o 


100% 




(23) 


(17) 


(6) 



The most surprising finding of this survey concerns the 



responses from those departmental budget analysts present 
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during the original implementation of the zero-base budgeting 
system. Seventeen out ot seventeen respondents (1001) indi- 
cated there had been no apparent shifting of financial 
resources between functions as a direct result of the new 
budgeting system. 

One of the major selling points of zero-base budgeting 
is its presumed ability to shift resources to those areas 
where they are most needed. It is evident that most survey 
participants believe that a shifting of resources has not 
occurred, much less a more efficient shifting of financial 
resources. In view of the increased effort required in pre- 
paring a 2ero-base budget » it is understandable why many 
budget analysts feel They are conducting "an exercise in 
futility." 

Opinions Regard ing Future Use of Zero-Base Budgeting 
System . The purpose ot this section is to examine the views 
of departmental budget analysts regarding the ^ero-base 
budgeting system and the feasibility of its future use. 
Table 0 presents a summary of the responses of departmental 
budget analysts regarding the advisability of continuing the 
zero-base budgeting system in the State of Georgia. 

There are three major conclusions that can be made from 
the analysis. The first concerns the relatively high percent- 
age C78o) of respondents recommending the continued use of 
zero -base budgeting in some f orm . This is somewhat surprising 
as most of the prelininary interviews with budget analysts 
indicated a great ^eal of dissatisfaction with the new 
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TAiaii 9 

OPfiS'TONS OF OEPARTMENTAL BUDGET ANALYSTS REGARUlNCi 
Till: FUTURE USE OF ZERO- BASE BUDGETING 



This study is very interested in your opinion of the 
sero-b:ise budgeting system. Which of Che following alterna 
tivcs do yon feel :s in the best interest of the State of 
Georgia? 





Percentage of Respondents 




Total 


Present Dutii^g 
Implementation 


Not 

Present During 
Implement.'t ion 


a. Continue the zero- 
base budgeting 
sys tern substan- 
tially as it 
operates today 


22% 


181 


331 


b. Continue the zero- 
bast* budgeting 
system with somcj 
major modifica- 
tions 


43 


35 


67 


c. Continue thir zcro- 
hasc budgeting 
system except that 
it not be employed 
every year 


13 


IH 


0 


d. Discontinre th/» 
lero-base budget- 
ing system 


22 


29 


0 


Total K'umber 
of Respondents 


100^ 


100% 


1001 


(23) 


(17) 


(6) 



budgeting system. This dissatisfaction was also reflected, 
to a lessor degree, by the responses to various questions in 
the system questionnaire. 

There appear to be two reasons for this apparent 
inconsistency. The lirst: is that many budget analysts have 
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recognized improvement in the budyct/^nt* process, Whi.le 
expressing dissatisfaction with miirv rarts ;»f ?:he zero-base 
budgeting systci.. , most analysts concede that there has been 
a basic improvement in the bujgcting process as c: result of 
implement ing *^he new budgot ing system, Th^^ oihc9 >-^asc:n 
concerns a desire on the part of most budget analyi^-- to 
continue the present system rather than havin^^ to learn cr 
re learn the increnicntal budgeting system. 

The second conclusion concerns the dr^rcc of depart- 
mental budget analysts' dissatisfaction witYi the zero-ba.^c 
budgcrinj; proccs as it is presently e-inployed. Less than 
one-fourth of the respondents (22%) felt the zero-base 
hudiieting system should be continued substantially as it 
presently operate:^. Appendix K contains comments and sug- 
^,j»i?.stions by survey rt ic i pants pertaining to improvements 
to the present system. The recommendations of this study 
regarding improvements to the zero-base budgeting system are 
prrjvf.ted ili Chapter VI. 

The third conclusion concerns the disparity of opinions 
between those departmental budget analysts who were present 
during th<: original implementation of zero-base budgeting and 
Chose who were not. The high level of dissatisfaction with 
the new hudgetini*. .syritem as reflected in the responjies , of 
tho.>^c analysts present during the first year of zero-base 
budgeting can partially be attributed to the multitude of 
problems tha t * occurred during the system's first year of 
operations. It was during this period that the effort 
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required to prepare tlie budget was greatest. The more favor- 
able responses given by the analysts not present during the 
fifiit year of the new budgeting system implies that the sys- 
tem is presently operating more efficiently and much of the 
dissatisfaction with zero-base budgeting can be attributed to 
the unpleasant experiences in the system's first year. 

Acceptance of Zero-Hase Budget i ng 
by B udg et Analysts in the Office 
oT nanning and Budget 

The purpoj-.e of this section of the analysis is to 
examine the af .' itudes and opinions of budget analysts in the 
Office of Planning and Budget concerning the ::ero-base budget 
ing system. The Office of Planning and Budget is the staff 
departrient charged with the responsibility- of insuring that 
departments comply with the State's budget directives. In 
addition, staff budget analysts assist the departments with 
their budget preparation. 

The responses to the system questionnaire by staff 
budget analysts uere generally more favorable regarding the 
operations of the new system than were those of departmental 
budget analysts. A summary of responses t:^ t^hf system 
questionnaire Separated as to staff budget analysts and 
departmental budget analysts is presented in Appends.;; f-. 

I he only part of the new budgeting systen in whicf^ the 
staff 1 idget analysts indicated a greater degree of dissat.'.s- 
faction than did departmental budget analysts concerned the 
adequacy of cost data. This is due to the large portion of 
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indirect costs appLSir i iij; the decision paclcages . Much cf 
an activity's costs £rv: indirect in th'it Xhey are not trace- 
able to a jiiven functiOr.. This gives departmental budget 
analysts the op^iortunity to allocate these costs to decision 
packages in such n way us to be advantageous 'co their activ- 
ity and department . However, it is their method of allocat- 
ing indirect costs that causes additional auditing by staff 
budget analysts. 

Although it is evident from the results of the system 
questionnaire that zero-base budgeting does not have the 
wholehearted support of staff budget analysts, it is equally 
evident that a good deal of support does exist for the new 
budgeting system. Pifty-six percent recommended continuing 
the system substantially as it operates today, 22% recom- 
mended continuing the system with some major modifications, 
and 22'^ felt the, system should be continued but not employed 
every year. 

The findings indicate that budget analysts in the 
Office of Planning and Budget generally believe the zero- 
base budgeting system to be an improvement over the incre- 
mental budgeting system previously employed. Note that not 
a single staff budget analyst recommended discontinuing the 
present budgeting system. 

Management Contro 1 
This section of the analysis is concerned with an 
evaluation of the effectiveness cf the zero-base budgeting 
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system as a contribution to increased Management control m 
tlic State of Ceoriiia. "Management control is the process by 
which managers assure that resources are obtained and used 
effectively and efficiently in the accompl i5hment of the 
organization's objectives. '^^ Thus, the intent of the manage- 
ment control process is the achievement of planned objectives 
as effectively and efficiently as possible within the broad 
constraints imposed by strategic planning. 

Management control is a total system in the sense that 
it includes all aspects of an organization's operations. In 
profit-oriented companies, it i? concerned with the control 
and measurement of the value of outputs equally with the 
control and measurement of the costs of inputs. Included in 
the management control system of profit-oriented organiza- 
tions would be such operations as sales forecasts and pro- 
duction planning and control. 

State governments also have management control systems 
that are similar in many respects to those of prof it -oriented 
companies. [lowever , the two systems differ in some funda- 
mental areas. Clearly the principle difference between the 
two systems is the absence of the profit motive in non-profit 
orcanirations. Whereas the primary consideration for decision 
making for a prof it -or iented organization is the effect the 
alternatives will have on the profits of ■ the organization. 



^Robert N*. Anrhcny. M anagement Accounting : Text and 
Case«^ 4th ed . fPom^wood, Illinois: Richard D. Irwin, Inc., 
rDTTTT, p. 414. 

136 



171 



164 



the consideration under review by a state government will 
have less precise guidelines and will more likely be deter- 
mined by the opinions or preferences of the decision makers. 

Another major difference between the two types of 
organizations relates to the measurement of outputs. The 
market will evaluate the output of the profit-oriented 
organization through the price people are willing to pay for 
its final product. State governments do not have such a 
market to evaluate the value of its output. While there have 
been many models cf input/output analysis for various non- 
profit organizat ions advanced in recent years , there is still 
no method of evaluating the values of these outputs that 
performs as well as the pricing mechanism in the open market. 

The lack of competition is another principle difference 
between the two systems. Without the pressures experienced 
in the competitive market-place, state governments do not 
have the same incentive to use resources wisely. 

Other differences arise due to the political framework 
of state governments . Certainly, restrictions impos ed by the 
state legislature often hamper the development of a good 
management control system. In addition, many of the grants 
received by states from federal agencies have certain 
restrictions as to their use. 

Finally, there are external pressures which will often 
adversely affect the state * s management control system. 
These pressures come from public review by the news media, 
opposing political parties, and the politician's constituency. 
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r.lcctcd state officiiils iire generaUy in the public spotlight 
and their actions arc subject to a murh closer scrutiny than 
arc those of ninnagcrs in business. 

Despite the problems state governments experience in / 
establishing a management control system, such a system is 
essential to the effective operations of its activities. 
State governments must be aware of every managerial technique 
available to insure an optimum management control system. 

The purpose of this Section is to evaluate the contri- 
bution of lero-base budgeting toward a more effective manage- 
ment control system in the State of Georgia. This evaluation 
is directed toward the ability of this budgeting technique to 
satisfy four basic criteria necessary for effective managerial 
control : 

1. Does the zero-base budgeting system contribute 
toward a greater degree of control budgeting? 

2. Has the zero-base budgeting system increased the 
availability of cost data necessary for budget preparation? 

3. Does the zero-base budgeting system provide more 
relevant management information for planning and decision 
making? 

4. Has there been an improvement in the planning phase 
of budgeting as a result of implementing the zero-base budg- 
eting system? 
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Zero-Base Budget Ing and Control Budgeting 

This section of the analysis is concerned with the 
effectiveness of the zero-base budgeting system in providing 
for a control budget in the State of Georgia. Robert N. 
Anthony, in his book Management Accounting , defined a control 
budget as "primarily a control device, since it is a state- 
ment of expected or standard performance against which actual 

performance can later be compared."^ 

For any"budgeting system to be totally effective, it 
must provide a method whereby the actual results (output) 
obtained during the period can be compared to the planned 
objectives of the organization. Corollary to the comparison 
of actual ^output versus the planned objectives is an evalua- 
tion of the planned (or budgeted) amount of expenditures as 
compared again,st tlie actual expenditures incurred during the 
period , 

Output Measurement and Evaluat ion . The. State of 

Georgia presently has no effective method of accurately 

measuring and evaluating the value of its output against its 

planned objectives. This situation is neither unusual nor 

unexpected as most functions of state government (or other 

nonprofit institutions, for that matter) fall in the category 

* 

of discretionary, or managed, cost areas. In discretionary 

cost areas, "it is not usually practicable to set financial 

'ibid. , p. 492, 
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standards and measure performance against these standards 

because the output of these activities cannot usually be 

8 

measured in financial terms." 

This should not be interpreted as meaning the State, has 
no quantitative measurement of its output. To the contrary, 
many functions of government are susceptible to very accurate 
measurement. Examples of this would be the number of miles 
of new highways built, the number of people receiving welfare 
payments, and the number of state income tax forms processed. 
However, without the valuation techniques available in the 
open market-place, the value of these outputs is virtually 
impossible to determine. Who is to judge whether the 
resources applied in building a new highway are more or less 
"valuable" to the people of the state than resources directed 
toward increased welfare payments? 

In the State of Georgia, the decision regarding the 
allocation of state financial resources originates f rom ■ 
meetin^^s between the governor and his department heads. The 
decisions reached in these meetings are submitted to the 
state legislature in the form of an executive budget for its 
consideration and approval. After the budget is approved, it 
then represents the annual goal of the various departments - 
and activities within state government. \ 

^Robert N. Anthony, John Dearden, and Richard F. Vancil, 
Management Control Systems : Text , Cases , and Readings , 
Revised cd. (liomcwood, Illinois: Richard D. Irwin, Inc., 



1972), p- 



205. 
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Therefore, the "effectiveness" of the state departments 
and activities must be measured by the degree to which the 
t»oal< of the >;overnor and the legislature have been satisfied 
nf feet iveness is a measurement predicated on the accomplish- 
ment of established goals and is generally concerned with 
some form of output, Robert N. Anthony referred to the 

effectiveness of a manager as . . the extent .to which he 

9 

produces the intended or expected results." This measure- 
ment is conducted at the end of the fiscal year when the 
governor meets with each department head and evaluates the 
effectiveness of his agency. 

The zero-base budgeting system has made no direct con- 
tribution toward the measurement of effectiveness in state 
government. There are two reasons for this. First, there 
is no financial measurement of output in either the budget 
document or the reports reflecting the results of operations 
for the fiscal year. Without such information, a financial 
analysis of deviations of actual operations from planned 
operations is impossible. Secondly, the present practice of 
comparing actual results against the established goals 
appearing in the budget is neither new nor a result of zero- 
base budgeting. To the contrary, executive review of the 
operations of state departments has been in effect for many 
years. 

'•^Robert N\ Anthony, John Dearden, and Richard F. Vancil, 
ManactM'iont Control Systems : Cases and Readings , (Homewood, 
TTTTno"i~ Richard o. Irwin, Inc. , 19^5) , p. Ib8. 
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The zero-base butljjet i nj; system has made an ind irect 
contribution^ to the process of measuring the effectiveness of 
state operations. Although the evaluation process has not 
chanijcd, the method by which goals arc established has been 
improved Kith the adoption of the zcru-base budj;etirig system. 

Uiiii.er the old incremental budgeting system, department 
and activity goals were very broadly defined. This was a 
result of the emphasis placed on costs during the preparation 
of the incremental budget. Under this budgeting system, the 
primary emphasis was directed toward costs by expenditure 
category rather than on the functions to be performed. 

The r^ew ?.cro-base budgeting system places more of its 
emphasis on functions rather than on costs by expenditure 
category. Individual budgets continue to be prepared at the 
activity level, but the new system now requires each activity 
to identify its primary functions. Decision packages are 
required for each function performed. Activity managers 
discovered that, for the first time, they had to justify in 
writing to top management what tliey were doing and the 
applicable cost of doing it'. 

This new system also had its effect on the department 
managers. In order to rank the decision packages from the 
acft"i"v' it les , they had to examine each decision package and 
decide upon its relative contribution to the goals of the 
departnent and the state. It was this process of evaluation 

and ranking by both the activity manager and the department 

head'that brought- ^a'bout a more precise understanding of the 
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functions prosontly he inn performed and helped determine the 
goals for the next fiscal year. 

Input Measurement and Evaluation . In contrast to the 
difficulties in attempting to measure the value of outputs 
produced by the stnte, the measurement of input costs is both 
practical and necessary to the state's management control 
system. Unlilcc outputs, financial inputs utilized during a 
period are subject to measurement much as are inputs in 
profit-oriented organizations . 

However, there remains a significant difference between 
the two types of organizations rep.arding ways input cost data 
can be employed in the management control system. Profit- 
oriented institutions use input cost data to determine the 
■•efficiency of their operat ions -- that is, the relationship 
of the a,noont of output per unit of input. This measurement 
of efficiency i-s not related to the goals of an organization 
but is concerned with the amount of output obtained from a 
given amount of input. 

State government cannot utilize an efficiency measure- 
ment in its management control system because of the lack of 
an adequate value measurement of its output. Input cost 
data, as it applies to control budgeting, is used primarily 
to determine if a manager has stayed within his allotted 
budget . 

Inability to measure efficiency creates a serious lack 
of goal congruence in the state's management control system. 
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Since managers :ire usually judged on the excellence of their 
organization, it is to tneir advantage to build the best 
orj;.iJ»irat ion possible. The proble.n that arirics is that what 
ib best i'or a particular department or activity may not 
necessarily be best for the state as a whole. Por example: 
the manager of the state's legal department would prefer to 
have the best and ino.st expens ive lawyers on his staff, excel- 
lent support facilities (such as legal libraries, legal 
secretaries, c-tc . ) , and have these lawyers and facilities in 
such quantities as to achieve the maximum results in all 
their ] ogal ac t iv i t i es . While such a situation would be 
advantageous to the legal department, it would divert 
resources from other activities within state government. 

A con^pari.san of the actual costs incurred with the 
budgeted cos'tTis not an adequate measure of the efficiency 
of an activity. U this were not true, all an activity 
manager would have to do to be efficient would be to keep 
actual costs below budgeted costs. Output could.be disre- 
garded in deterriining efficiency^ However,' it is possible 
for an activity manager to be very efficient while exceeding 
his budget whereas another manager could spend within his 
budget but be highly inefficient in the utilization of his^ 
re>ources . 

Because the traditional measurement of eificiency is 
impractical for state government, an alternate method of 
measuring efficiency must be used. The State of Georgia 
evaluates the efficiency of its managers by determining 
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whether the <»5taM ished goals were acco!nj;i is'ric-d within the 
t' inane ia I lim i t :i t i ons imposed by the arsnuij i budget . Th i s 
evaluation i> priuiarily subjective in nature and is not as 
precise as is the measure of efficiency in industry. 

As was the case in measuring ef f ectii't-r^ the zero- 

base bi;dgeting system ma^es no direct contr wrion to the 
measurement of ef f ici' ency . However, it doc i bute 

indirectly by gi.ving a more precise definition of the goals 
of each activity. 

SufTirnary . ;f;.e zero-base budgeting system has made only 
a minor contribution toward the establishment of a control 
bu«.liieting system in the State of Georgia. This contribution 
is a result of improvements in the manner in which govern- 
mental goals are defined and established. Prior to the 
adov^ion of the zero -base budgeting' system, goals were \ 
genoraily established at the departmental level (althoughiin 
cxcopMonal situations goals were set for some activities) - 

C; o a ) s a r e now e s t a b 1 i^s h ed at a f u n c t i o n a 1 o r g an i z a t i una 1_ 

level which enables a more thorough measurement of an activ- 
ity's effectiveness in satisfy*::;; the functional goals under 
its control . 

Zero-base budgeting does not solve the lingering prob- 
lem of an inability to measure output in a nonprofit organi- 
zation. This prohibits the formal evaluation of the effi- 
ciency of an organization which is necessary for an adequate 
management control system. 
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Another i.horlcoming of the zero-base huci;?.eting system 
a:. It i>. prei^ently employed rogard:. the org:mi ^;uional level 
at vvhich costs are budgeted and controlled* Costs are pre- 
sently hein^: bu(ii:eted at the functional level whereas actual 
costs a/;e accumulated at the activity level. While this 
system does provide for a comparison of actual costs with 
budgeted cost a£ the activity 1 e v e ) , it does not provide for 
a similar comparison at the functional level where the budg- 
eted Ci.»sts were originally formulated. As a consequence, the 
budget analysts in the Office of Planning and Hudget have had 
to asuiit^o the additional responsibility of acting as "watch- 
dog" over t;ie expenditures of their assigned activities. 

A final shortcoming of zero-base budgeting in this area 
of responsibility budgeting concerns the "watchdog" duties 
assiinied by the budget analysts. This goes beyond the tradi- 
tion.il ;ole of a staff budget a.i^yst and seemingly encroaches 
upon tlie duties normally assigned to the Audit Division. Also 
the analyst's ability to withhold budgeted funds from state 
detJa rt nents'"appea"rs to be "an" excessive amount" of' staff con- 
trol over line activities. 

in fairness to the zero-base budgeting system, it should 
he noted that the above shor tcon: :ngs are not directly attrib- 
ut.iblc to zero -base budgeting; rather they are a result of 
the o\crall f.^inncial control system of whicii zero-base 
budget jr.:* i , merely a part. Nonetheless, an adequate system 
of conDOj budgeting cannot be implemented until these system 
prohler.s are 'orrected. 
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Availa!>i 1 i ly oi A<1 cmu.'iIc Cost Pa t a Under 
the lero-BaseTucT^et ing System 

The purposes of this section of the analysis are two- 
fold: (1} to evaluate the availability of adequate cost data 
nece.ssary to properly prepare a zero-base budget; and (2] to 
determine any possible contributions made by the zero-base 
budgeting system in increasing the availability of adequate 
cost data. 

It is the conclusion of this study that the cost data 
net,: ssary for the proper operation of the zero-base budgeting 
process do not exist at the present time. This conclus ion ib 
basct! prinarily on tne fact that budgeted co<«ts and actual 
costs Cannot be compared. The present accounting system 
accumulates costs at the activity organizational level. No 
formal attempt ha.s been made by the State of Georgia to break 
down the activity's actual costs at a functional organiza- 
tional level so that they can be compared with budgeted 
amounts. 

Xhe.. zero \ba.sc. budget ing system requires tbat costs be 

budgeted at the functional organisational level because 
decision packages are prepared for each function within an 
activity. Since actual costs by functions are not available 
from the general accounting system, many of the costs 
assigned to decision packages are determined by some alloca- 
tion process. This adversely affects the accuracy of the 
cost data appearing in the decision package. In addition, 
as mentioned above, there is no effective way of comparing 
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:ict'.Kil fxponUi turcs with butlgeted costs at the functional 
01 v:,in i zii t i onal level. 

1? is >vliio the conclusion of this study that there has 
been an improvement in the ava i 1 nhi 1 i t y of cost data for 
budget preparation as a. direct result of implementing the 
-ero-basc budgeting system. Responses to the system question- 
naire clearly indicate that both departmental and staff 
budget --analysts Teel there has been an improvement in the 
adequacy and availability of cost data for budget preparation 
since the first year of zero-base budgeting (Appendix G) . 

This improvement was not a rissult of any changes made 
to the State's general accounting system. Instead, any 
improvtnent in the availability of cost data was a result of 
action.^ taken at the activity or>!an izational level. Person- 
nel at this organizational leve^ realized that additional 
cost data were needed for their budget preparation. . As a 
result, manual accounting systems were established in many 
activities in an effort to capture this needed information. 

Cont r it u>tio_n of Zero- Base Budgeting t£, 
gcTc va n t Ma n'a g em e n t I n t o rma 1 1 o n 

One of the proposed t^ii^f^fits resulting from the imple- 
mentation of a zero-base budgeting system was an improve^nent 
in the quality of management information. The purpose ol 
this section of the analysis is to evaluate the contribution 
of zero-ba.>e:^.budgeting toward achieving a greater degree of 
relevant management information for planning and decision 
^^laking in the State of Georgia. 
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Goveru'.ir Jimmy Carter has been very pleased with the 

ability of the zero-base budgeting system to provide relevant 

manaj;einent information. In fact, he has expressed the opinion 

that the new budget system's greatest contribution has been 

in the area of improved management information.^^ An example 

of the contribution of zero-base budgeting in this area was 

given by the liovernor during an interview for this analysis: 

Because of zero-base budgeting we were able to 
determine thnt seven different agencies had the 
responsibility for the education of deaf children. 
When we broke down the 11,000 or so decision 
packages and put a computer number on each kind of 
function, those functions were very quickly iden- 
tified as being duplicated. . .^^ 

It is also apparent that the quality of management 
information by the Office of Planning and Budget has improved. 
This is evidenced botJi from responses to the system question- 
naire and personal interviews witli staff budget analysts. 
The majority (87-1/2^.) ol the staff budget analysts partic- 
ipating', ii? the survey indicated an improvement in the quality 
of management information as a result of implementing zero- 
base- budgeting f Append- ix G)-.^ This view is - further -evidenced 

by the comment of a staff budget, analyst during an interview 
for this analysis: "The budget analysts' ability to look at 
the operatio.ns of a department which has real complications . 



Interviev with Governor Jimmy Carter. 

11 Ibid. 
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in iis opcralious is much improved because of zero-base 
)nid^c; t i . " 

However, there appears to be a division of opinion 
ainonj; the department heads as to the improvement of manage- 
ment information as a result of implementing zero-base budg- 
eting. Of the thirteen department heads interviewed during 
the analysis, four (51;.) indicated substantial improvement 
in the quality of man.-igenent information, five (381] felt 
there had been a slij;ht improvement, while three (31%) 
expressed the opinion that the quality of management informa- 
tion had not improved. 

This same division of opinion regarding zero-base 
budgeting's contribution to better management information 
exists among departmental budget analysts. Thirty-nine per- 
cent of the departmental budget analysts indicated no improve- 
ment in the tiuality of management -.formation as a result of 
zcro-hasc budgeting (Appendix G) . 

T;iere appears to be a relationship between the atti- 
tudes toward the contribution- of- zero- base- budgeting- to — 

improved managvment information and the relative size of^the 
operatioji involved. The most favorable responses came from 
Governor Carter and his staff budget analysts. As the size 
of the rperation tested hecaiTie smaller, the proportion of 
favoraMc responses also became smaller. In addition, of 
the tliirteor* department heads interviewed, the more favorable 
responses conceriung zero-base budgeting's contribution to 
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improved nian<ij>enii:nt inrgrniation cimc from tlic licads of larger 
departments . 

It is the conclusion based on this f.ection of the study 
that the zero- base bud>:etini; system hns contributed to the 
quality of m. lai'.ement information. Wlule it is evident that 
not all departments participated in the manatjement informa- 
tion obtained from the new system, it is equally evident tliat 
there has been j^omc iMj rovement at all organizational levels. 
There also appears to be a direct relationship betv;een the 
size of the operation and the benefit obtained from the 
management information created. 

Zero- Base Budget inc . and Planning 

The purpose of this section of the analysis is to 
evaluate the contributions of zero-base budgeting in provid- 
ing in!f)rovement s in the planning phase of budgeting in the 
State of Georgia. The planning phase is not a part of the 
zero-base budget inp system ; however, it is a necessary pre- 
requisite for the pr^^per functioning of the new budgeting 
system. 

' ■ I^cfore zero-base budgeting was implemented in the State 
of Georgia, the planning phase was an integral part of the 
budgeting process. In many respects, planning v/as a result 
of the budgeting process since it was only after the budget 
was C'Oi?]! 1 et ed t iia t departments knew the amount of f uiids 
available for the next fiscal year. 

During tlie first year of zero-base budgeting, the 
practice of budgeting and planning simultaneously was 
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contiiua\l. Thurt' w;is ri definite lack of i)ianninR prior to 
the preparation of the 11)73 fiscal year budget. Ocpartmental 
hud|;etary ^'.uiJclincs were established but were the same for 
every department throuj;hout state government. These guide- 
lines did not provide l"or increased responsibilities on the 
part of some of the departments. As a result of this lack 
of planning coupled with the demands of the new budgeting 
s.v^ tein , many pro hi ems were encountered dur ing t lie budgeting 
process . 

In order to alleviate many of the pVoblems e^cperienced 
during the 1975 fiscal year budgeting process, the system was 
divided into a planning phase and a budgeting phase for 
fiscal year 1974. Prior to preparing the budget, Governor 
Carter held a series of meetings with department heads and 
budget analysts to establish goals and objectives for each 
dep.irtment. In addition, flexible departmental budgetary 
guidelines were established based on the relative contribu- 
tion ot'veach department to the goals and objectives of the 
State o r- Georgia . - - - - - 

While the 1974 fiscal year budgeting process was more 
efficient than in previous years, there were problems 
associated with tiie advanced planning phase. The primary 
probU'in resulted from the establishment of very low depart- 
nicnt.jl budgetary guidelines coupled with revenues in excess 
of those originally planned. As a result, the zero-base 
budgeting system was unable to provide needed information 
rcg.irdmg the dis[osition of the excesji revenues. 
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Thcrctoit:. it w;is determined that tiie 1975 fiscal year 
l»UilV.ot i ng K(Hild lie conducted without the use oi' any depart- 
mcntaJ ^iuidclines. Unfortunately, this chani;e created a- 
multitude of |n-obler:is. Departments submitted bud^^et requests 
much- in excess of i%hat could be funded. When the budget 
requests were reduced to more reasonable levels , departments 
d iscovered that the priorities reflected by decision package 
rankin^is for high levels of funding were not the same priori- 
ties as for lower levels of funding. As a result, many 
departments had to rank their decision packages again to 
reflect their priorities at the lower level of funding. 

It is the conclusion based on this analysis that, there 
has been a definite improvement in the level of budgetary 
planning as a result of zero-'.^se budgeting. In as much as 
there was an absence of planning prior to the adoption of 
lerc-basc budget in>:, it is evident that the changes made to 
permit a planning phase before beginning the budgeting pro-- 
cess increased the effectiveness of both the planning and 

buxlget ing" processes v — • - - - ■ 

It is also evident that the decision to uUscontinue 
the departmental budgetary guidelines for fiscal year 1975 
was a mistake. This change increased the budgeting effort 
of most departments without any benefits occurring from its 
discontinuance. Recommendations regarding Improvements to 
the present planning phase are given in Chapter VI. 
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Reallocation of Tinancial Resources 



The purpose of this section of the analysis is to 

evaluate the ability of the zero-base budgeting system to 

reallocate financial resources in the State of Georgia. In 

Peter Phyrr's book, Zero-Rase Budgeting^, the first proposed 

benefit resulting from the use of zero-base budgeting was the 

ability to . . promote a more efficient allocation of 

resources because managers have evaluated the need for each 

function and have considered different ways of . . . perform- 
1 2 

ing each activity , '* 

Before an investigation can be made as to the new 
budgeting system's ability to allocate resources more effi- 
ciently, it must first be determined that a shifting of 
finaiici 1 resourcL»s has, in fact, occurred. There is sub- 
stantial evidence that there has been no appreciable reallo- 
cation of financial resources as a direct result of employing 
zero-base budgeting. 

Tlie first evidence supporting this contention comes 
- from- the responses to the - system- quest-ionnaire-by departmental- 
budget analysts concerning the ability of the new budgeting 
system to sh i f t f inane ial resources between activities in 
the ir department s . The responses of these analysts are of 
particular importance as they had the opportunity to compare 

he effectiveness of both the old and new budgeting systems 
in allocating financial resources. The responses of the 

"Peter A. I^hyrr, Z ero-Base Budgeting (New York: John 
Wiley and Sons, 1973), pp. 32-33. 
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seventeen bud^ci ;ina 1 y s t s present during the original imple- 
mentation of zero-base budgetinji were unanimous in expressing 
the c>[)inion that there had been no apparent shifting of 
financial resources ^as a result of employing the 2ero-base 
budgeting system (Appendix H, Cnlumn 1. Questioa 10). There- 
fore, it is concluded that if there has been an appreciable 
reallocation of financial res.^urces as a result of employing 
zero-base budgeting, it most certainly is not apparent at 
the lo\% er organ i 2a t iona 1 levels. 

Additional evidence supporting this conclusion comes 
from personal interviews with thirteen department heads in 
the State of Georgia. Two of the thirteen (IS'O expressed 
the opinion that there may have been some reallocation of 
financial resources as a result of information supplied to 
Governor Carter by the new Jjudget ing system during the 
reorganization of the Executive Branch of the State of 
Georgia. However, they were unable to give a single instance 
where the new budgeting system had reallocated resources in 

—their -own departments . — The* other eleven department- heads 

(851.) indicated there had been no apparent reallocation of 
financial resources in their departments as a result of 
implementing zero-base budgeting./ ^ . _ 

Governor Jimmy Carter expressed a different opinion 
regarding the contribution of zero-base budgeting in reallo 
eating financial Resources in the State of Georgia. In 
doing so. he sai^fthar he understood the negative responses 
of the departmen~g heads and depa r-tmenta 1 budget analysts on 
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this issue since the contr ibut '.on o^* the new budgeting system 
in this particular area would not he apparent to thejn. This 
was because ihe reallocation of financial resources was a 
result of a combination of two factors: (1) the reorganiza- 
tion of the Executive Branch of State Government, and (2) the 
adoption and implementation of the zero-base budgeting 
system. 

It is pub: ic knowledge in the State of Georgia that 
there has been a substantial reallocation of financial 
resources within state government during Governor Carter's 
administration- especially during his first year in office. 
However, it was the Executive Reorganization Act of 1972 that 
has been credited with reallocating the state's financial 
resources during this period. The purpose of this act was - 

to consolidate under a single authority similar state func- j 

t 

tions and programs that were previously controlled by dif- ^ 

ferent departments and activities throughout state government 

Governor Carter agrees that it was the Executive 

Reorganization Act "of 197 2 that was the primary force- in 

reallocating financial resources within the State of Georgia. 

However, he also stated that: 

the detection of need for consolidating similar 
functions within state governinent is made from the 
zero-base budgeting technique. It would hav* been 
virtually impossible to have made the change we did 
under the old incremental budi^,eting system. -We have 
had such a profound change in the structure of 
government that most people attribute this shifting 

^^Interview with Governor Jimmy Carter. 
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of roles aiul also shifting of resources to the 
reorganization itself which has been so much more 
present in our mind than to zero-base budgeting.!^ 

In addition to the system questionnaire and personal 

interviews, an attempt was made to analyze the changes in 
f 

the allocation of financial resources by examining the execu- 
tive budgets for fiscal year 1972, 1973, and 1974. However, 
it was impossible to correlate any such changes directly to 
the use of zero - base budgeting . 

It is the conclusion based on this analysis that the 
zero-base budgeting system has made an indirect contribution 
to a reallocation of finuucial resources in the State of 
Georgia. Howevc • . the majority of this contribution occurred 
during its f •>« ' iif implementation in connection with 

the reorgani^v ' ; the Executive Branch of State Govern- 

ment. 

It is further concluded that the zero-base budgeting 
system has not made a direct contribution to the reallocation 
of the state ■^. rinancial resources. Throughout this, investi- 
"ga t i (5n", ' tW-^ 'K e h as h o t ' be en" a" ~sTn gl e " v e r if lab 1 e "i n s t a n c e - wh e r e 
the new budgeting system has caused a shifting of financial 
resources other than during reorganization. 

Changes ui Budgetary Procedure and t,he Degree 
of Etfort Required F^T'lGHjeT Farticipants 

There hav£ been numerous changes made to the zero-base 

budgeting procedures in an effort to lessen the degree of 
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effort required by budget participants in preparing the 
budget. Two changes, in particular, were made expressly for 
this purpose: (1) to prepare decision packages at higher 
'organizational levels, and (2) to rank decision packages at 
the activity level rather than at the department level. It 
is the purpose of this section of the analysis to evaluate 
these changes as to their impact on reducing the amount of 
effort required in the zero-base budgeting process. 

One of the principal proulems associated with the zero- 
base budgeting system has been the increased effort required 
in preparing the budget. Table 10 presents the opinions of 
the departmental budget analysts regarding the effect of the 
new budgeting system on the time and effort required to pre- 
pare the budget both during the first year of its implementa- 
tion and at the present time. 

The responses of departmental budget analysts indicate 
that there has been a decrease in the amount of time and 
effort required for budget preparation in many departments. 
Whereas 100^ of the respondents indicated some increase in 
t he t ime and effort requi red to prepare the budget during 
the first year of zero-base budgeting, this percentage fell 
to 74*6 when comparing the present system with the incremental 
budgeting system. In addition, the percentage indicating 
much cater time and effort required under zero-base budget- 
ing fell from 78^ during the first year of its operations to 
44| at the present time. 
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TABLE 10 

EFFECT OF THl: ZERO- BASE BUDGHTINC SYSTEM ON 
TUV. TIME AN'D EFFORT REQUIRED FOR 
BUDGET PREFARATION 



What effect did the zero-base budgeting system have on 
the time and effort spent in budget preparation during the 
_ first year of its implementation? 



Percentage of Respondents 





Total 


Present During 
-Implementation 


Not 

Present During 
Implementation 


a. Increased 
cons iderably 

b . Increased si i;;ht 1 y 

c . Kema ined the same 

d. Decreased slightl)' 

e. Decreased 
considerably 


78% 
22 

0 

0 

0 


82% 
18 
0 
0 

0 

t 


67% 
33 

0 

0 

0 


Total Number 
of Respondents 


100% 


100% 


100% 


C23) 




(6) 


\ow tha t the zero -base budget ing system has been 
implemented, how great is the time and effort spent in budget 
preparation in comparison to the previous incremental 
budgeting i;ystem? 




Percentage of Respondents 




Total 


Present During 
Implementation | 


Not 

Present During 
Implementation 


j 

a. Much greater 

b. SI ightly more 

c. About the same 

d. Slightly less 

e. Much less 


1 

44% 1 
30 1 
22 

^ ! 
0 


47% 

35 

12 

6 i 

0 ! 


33% 

17 

50 

0 

0 


i 


100% ! 


100"^ I 


100% 


To ral Number 

of Respondents | 


i 

(23) i 


(i7) i 


' (6) 
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It i<> app.irent that, while there has been i^ome decrease 
in the amount of time and effort required for budget pre- 
parat ion, this prol/lem has not been alleviated. Recommenda- 
tions concerning additional changes which should be made to 
iurther alleviate this problem are presented, in Chapter VI. 

Since it has been concluded that there has been some 
decrease in the amount of time and effort required in budget 
preparation, the next step in this analysis is to examine 
the causes for this improvement. Particular emphasis is 
directed to the two procedural changes made in the zero-base 
budgotinj: system directed toward reducing the time and effort 
required by budget participants in preparing the budget. 

The first such procedural change wa.-; that of preparing 
doci: ion p.ickagcs at higher organizational levels. Table 11 
summarizes the responses of the departmental budget analysts 
rei;arding the significance of this change. 

There does not appear to be a consensus regarding the 
significance of this procedural change. The majority of the 
respoHiients (7S%) indicated that the time and effort required 
for budget preparation had remained about the same or that 
they were unaware of any such change. The remaining respon- 
dents were almost evenly divided, with 9 percent indicating 
thei7 t ime and -effort had increased and 13 percent indicating 
th-it it had decreased. It is the conclusion based on this 
analysis that the decision to rank decision packages at 
higher organizational levels did not have an appreciable 

160 



195 



188 



effect on the tine and effort required for preparing a zero- 
base budget. 

TABLE II 

EFFECT OF PREPARING DECISION PACKAGES AT 
illCHER ORGANIZATIONAL LEVELS 

After the first year of implementation, a decision was 
made to prepare decision packages at higher organizational 
levels. What effect did this have on the time and effort 
spent in budget preparation? 



Percentage of Respondents 





Total 


Present During 
Implemeii^tation 


Not 

Present During 
Implementation 


a . Increased 


9% 


6% 


17% 


b . Rema ined about 
the- same 


48 


47 


50 


c . Decreased 


15 


18 


0 


d. Was unaware of 
any change 


30 


29 


33 




100% 


100% 


100% 


Total Number 
of Respondents 


(25) 


C17) 


(6) 



The second procedural change initiated in an effort to 
reduce the effort required for budget preparation was to move 
the task cf ranking the decision packages from the department 
level to the activity level. It was expected that this would 
remove one very time-consuming operation by eliminating a 
major step in the ranking operation. The responses of the 
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departmental budget analysts concerning the effect of this . 
V change are presented in Table 12, . 

TABLE 12 

EFFECT OF RANKING DECISION PACKAGES AT 
LOWER ORGANIZATIONAL LEVELS 

In the second year of zero-base budgeting, the budget- 
ing procedure was changed from ranking decision packages by- 
departments to ranking decision packages by activity. What 
effect did this have on your effort in preparing the budget? 



Percentage of Respondents 





Total 


Present During 
Implementation 


Not 

Present During 
Implementation 


a. Increased effort 


9% 


0% 


33% 


b. Effort remained 
about the same 


47 


53 


34 


c. Decreased effort 


35 


35 


33 


d. Was unaware of 
any change 


9 


12 


0 




100% 


1001 


100% 


Total Number 
of Respondents 


(23) 


(17) 


(6) 



It is apparent that the second procedural change was 
somewhat more successful in reducing the time and effort 
required in budget preparation. Thirty-five percent 
indicated a reduction of effort as a result of ranking the 
decision packages at the activity level. Nine percent 
expressed the opinion that it had increased their effort. 
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A possible rcajion for this negative response was that some 
departments were required to go bacK and rank at the depart- 
mental level. Til is is reflected in a comment to the system 
questionnaire (Appendix K) : "Required to rank by activity, 
hut after submission of budget to Budget Bureau, we were then 
asked to go back and prepare a departmental ranking." In 
addition, many of the smaller departments were directed to 
continue to rank decision packages at the department level. 

It IS the conclusion based on this analysis that the 
decision to rank decision packages at the activity level did 
have «n positive effect on reducing the amount of effort 
required to prepare a zero-base budget in some departments. 
However, the reduction in effort appears to be less than had 
originally been anticipated. 

In addition to the two procedural changes mentioned, 
other r.ictors also contributed to a reduction of effort in 
budget preparation. Possibly the factor having the greatest 
influence in this area was the functioning of a "learning- 
curve." Many of the budget analysts interviewed during this 
survey indicated that the job of preparing the budget was 
much easier in the second year because "they knew what to 
do." 



The purpose of this chapter was to analyze the effec- 
tiveness of the zero-base budgeting system presently employed 
by the State of Georgia. This analysis evaluated the 
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zero-base budgeting system on its ability to: (1) generate 
acceptance by budget participants, C2) contribute toward a 
greater degree of management control, and (3) allocate 
financial resources more effectively. In addition, an 
examination was conducted Concerning the effectiveness of 
procedural changes made to the system to reduce the effort 
required for budget ])rep^ration . 

A system synthesis of the zero-base budgeting system 
is presented in the next chapter,. Recommendations are pre- 
sented regarding improvements to the zero-base budgeting 
system presently in use by the State of Georgia. 
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ClIAf'THR VI 

SYNTHESIS OF THE ZERO-B'ASH BUDGETING SYSTEM 
EMPLOYED BY THE STATE OF GEORGIA 

Introduct ion 

This chapter presents the synthesis phase of the study. 
The synthesis phase is divided into four principal sections: 

1. The conclusions of the study as to the effective- 
ness of the zero-base budgeting system in the State of 
Georgia ; 

2. Recommendations regarding procedural changes needed 
to improve the effectiveness of the zero-base budgeting sys- 
tem presently employed by the State of Georgia; 

3. Recommendations pertaining to future implementa- 
tions of the zero-base budgeting system by governmental 
units; and 

4. The need for further research and study of the 
zero-base budgeting system. 

Conclusions of the Study 
The purpose of this phase of the system synthesis is 
to present the conclusions of the study regarding the effec- 
tiveness of the zero-base budgeting system in the State of 
Georgia. Based on the results of the study, it is difficult 
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to label the ioro-basc budgeting system as being either a 
success or failure regarding its influence upon the effec- 
tiveness of the budgeting process in the State of Georgia. 
Clearly there have been elements of both success and failure 
associated with its use. This section presents first an 
examination of the advantages and disadvantages associated 
with the use of zero-base budget-ing in the State of Georgia, 
and then presents the general conclusion of the study. 

Advantages of the Zero- Base 
Budgeting System 

It is the conclusion based on this study that there 
are three primary advantages associated with the employment 
of the zero-base budgeting system in the State of Georgia. 
These advantages are: (l) the establishment of a financial 
planning phase prior to the- preparation of the budget; (2) an 
improvement in the quality of management information; and 
(3) greater involvement in the budgeting process by personnel 
in the lower organizational levels of State Government. 

The first advantage concerns the establishment of a 
financial planning phase prior to the preparation of the 
fiscal year budget. Before the implementation of zero-base 
budgeting, the planning phase was conducted concurrently with 
the budgeting phase. As a result, there were no budgetary 
guidelines available during the budget preparation. After 
the implementation of zero-base budgeting, it became apparent 
that some budgetary guidelines were necessary to properly 
allocate the State's limited financial resources in such a 
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way as to best satisfy the go;ils and objectives of the State 
of Heor^ia. ,^ 

The second advantage concerns an iniprovement in the 
quality of management information resulting from the employv 
nient of t)ie zero- base budgeting system. The use of this new 
budgeting system has enabled the Ciovernor, department heads, 
departmental budget analysts, and budget analysts in the 
Office of Planning and Budget to have a much greater insight 
into the functions of State Covernnient* Unfortunately, it 
is al.so the conclusion based on this study that many of the 
department heads have not utilized this new management 
in forniat ion. 

The th i rd advantage of employing the zero -base budget- 
ing system has been an increase in the involvement of person- 
nel at the activity level in the State * s^^ budgeting process. 
Before -ero-base budgeting, most of the input into the 
budgeting process came from the departmental budget analysts. 
After the new budgeting system was implemented, activity 
manager? were required to prepare and rank decision packages- 
thus, providing input into the budgeting process. 

Hi. sad vantages o f the Zero-Base 
Budgetin g System 

It is the conclusion based on this study that tlie major 

disadvantage associated with the employment of the zero -base 

budgeting system in the State of Georgia is the increased 

time and effort required for budget preparation. This is a 

very serious problem and has contributed toward a great deal 
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of dissatisfaction with the new system, particularly among 
personnel at the department and activity level. This dis- 
satisfaction has, in turn, had a detrimental effect on the 
effectiveness of the zero-base budgeting system. 

In addition, the study indicates tl\at there are two 
significant- failures associated with the employment of zero- 
base budgeting in the State of (leorgia. These failures are: 
(1) the inability of the new budgeting system to significantly 
affect the efficient allocation of the State's financial 
resources; and (2) the ineffectiveness of the decision 
package ranking in meeting changes in the level of funding. 

One of the major selling points of zero-base budgeting 
is its proposed ability to allocate financial resources more 
efficiently. However, there is no evidence that any shifting 
of resources has occurred as a direct result of employing the 
zero-base budgeting system. The study recognizes the con- 
tribution made by the new budgeting system in Governor Jimmy 
Carter's reorganization plan. However, it is contended that, 
this was a special situation and any shifting of financial 
resources associated with this reorganization is not indica- 
tive of the normal contributions of the zero-base budgeting 
system in reallocating financial resources. 

Another selling point of zero-base budgeting is its 
proposed ability to immediately adjust the budget to changes 
in the level of funding. This is accomplished by preparing 
a decision package ranking which lists all decision packages 
in order of their priority. After a level of funding is 
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established, a nutol'f lino is employed to divide the decision 
packa^ies lietween those* to be approved and those to be dis- 
approved. Any .siibsct|iicnt chan^ie in the level of funding 
should require only a shift in the position of the cutoff 
1 ine. 

However, the actual results obtained from this system 
have been disappointing. During fiscal year 1974, there was 
an increase in the availability of funds in the State of 
Georgia. Instead of shifting the cutoff line downward to 
include more marginal decision packages, the Governor 
requested new decision packages from some of his departments 
to help him allocate additional fundfe. 

In fiscal year 1975, there was a reduction in the 
availability of funds originally projected for that year. 
Again, the decision package ranking proved ineffective. 
Instead of raising tlie cutoff line to eliminate the lower 
priority decision packages, almost all departments had to 
resubmit a new decision package ranking based on the lower 
level of funding. One departmental budget analyst summed 
up the problem by stating; "The priority ranking of our 
decision packages when we expect 1401 funding simply is not 
the sane as when we expect 115% funding." 

Genera ) Conclus ion of the Study 

It is the general conclusion based on this study that 
the implementation of the zero-base budgeting system has 
improved the effectiveness of the budgeting process in the 
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state of Georgia. There has been sufficient evidence pre- 
sented to conclude that there have been improvements in many 
vital areas of budgeting in the State of Georgia. In addi- 
tion, there has been little evidence discovered indicating 
any reduction in the efficiency of the State's budgeting 
process as a result of employing the zero-base budgeting 
system. 

This cone ius ion siiould not be interpreted as meaning 
the zero-base budgeting system has been an unqualified suc- 
cess in the State of Georgia. To the contrary, there is 
ample evidence that there are still many problems associated 
with the new budgeting system. Recommendations concerning 
possible solutions to these problems are presented in a later 
section of this chapter. 

Recomnicndat ions Concerning Present System 
The purpose of this part of the synthesis is to recom- 
mend procedural changes to the zero-base budgeting system 
presently employed in the State of Georgia. Two major 
changes, intended to improve the effectiveness of the budget- 
ing system, were considered during the investigation: 

1. Discontinuing the use of minimum level of effort 
decision packages; 

2. Reestablishing budgetary guidelines for each 
department . 

170 



205 



198 



Pi sconL inu in^ ihc Minimum Level 
of Hf fort Decision Package 

Overview ^ This section of the system synthesis con- 
cerns the feasibility of discontinuing the use of the minimum 
level of effort decision package. This package is presently 
used to show only the most important duties of a function. 
It seldom includes all duties being performed by the func- 
tion. Instead, it includes only those duties necessary to 
accomplish the function's primary objectives. In addition, 
the funds requested in the minimum level of effort decision 
package generally fall below the function's current level of 
expenditures. 

In order to obtain the funds necessary to bring the 
function up to its present level of operations, an incre- 
mental decision package is prepared. Additional incremental 
decision packages must be prepared to request funds needed 
to increase the function's operations. 

The majority of those participating in the system 
questionnaire favored discontinuing the minimum level of 
effort decision package. Table 13 presents a summary of the 
responses of all respondents regarding the discontinuance of 
these packages. 

There appeared to be a difference of opinion between 
the departmental budget analysts and the analysts in the 
Office of Plannipg and Budget concerning the practicality of 
preparing minimum level of effort decision packages, A 
majority (74%) of the departmental budget analysts felt the 
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packages should be discontinued. However, responses of sta 
budget analysts indicated a majority (561) believed that 
preparation of the minimum level of effort decision package 
should be continued. 

TABLE 13 

OPINIONS OF THE SURVEY PARTICIPANTS REGARDING 
THE DISCONTINUANCE OF THE MINIMUM LEVEL 
OF EFFORT DECISION PACKAGE 



Presently you are required to prepare decision packages 
representing different levels of effort for each function. 
Do you feel it is practical to prepare a decision package 
representing a minimum level of effort? 



Percentage of Respondents 





Total 


Departmental 
Budget 
Analysts 


OPB 
Budget 
Analysts 


a. 


Yes 


34% 


261 


56% 


b. 


No 


63 


74 


33 


c . 


No opinion 


3 


0 


11 






100% 


100% 


.100% 




Total Number 
of Respondents 


(32) 


(23) 


(9) 



After the results of the system questionnaire were 
tabulated, personal interviews were held with budget analysts 
in the Office of Planning and Budget concerning their 
responses to the questionnaire. When asked about the 
response "to the question pertaining to this point, the 
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consensus was that the examination or minimum level of effort 
decision packages enabled them to gain a deeper insight into 
the primary responsibilities of each function. However, they 
agreed that the primary responsibilities of most functions do 
not change substantially from one year to the next, and that 
most minimum level of effort decision packages are merely 
duplicated each year after allowing for inflationary increases 
and increase^ workload. 

Also, an examination was made of the executive budgets 
for fiscal year 1973, fiscal year 1974, and fiscal year 1975 
to determine what contribution the minimum level of effort 
decision package made in the formulation of the final budget. 
Not a single instance was found where a function received 
less funds than it had in the previous fiscal year budget. 

In addition, both departmental and staff budget analysts 
were asked if they knew of any function that had received only 
thosp funds requested in the minimum level of effort decision 
package. They were unanimous '^n stating that not only were 
they unaware of a function receiving only those funds 
requested in the minimum levjl of effort decision package, 
but that all functions received the funds requested in the 
first incremental decision package to bring them to their 
current level of operations. 

Recommendations . It is recommended that minimum level 
of effort decision packages be prepared only every fourth 
year in the State of Georgia. The findings of the investiga- 
tion support the contention that preparing minimum level of 
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effort decision packages every year is impractical because 
its use will become necessary only in periods of severe 
economic conditions. 

The study also recognizes the value of decision pack* 
ages which reflect a minimum level of effort. The detailed 
information contained in these decision packages should be 
of immense value to new administrations in the State of 
fieorgia. Since a new Covornor is elected every four years 
in the State of Georgia, this fact was considered in recom- 
mending the preparation of decision packages every four years. 
In addition, some of the basic responsibilities and duties of 
functions will change during this four-year period. The 
minimum level of effort decision packages would help, point 
out these changes. 

In those years when a minimum level of effort decision 
package is not prepared, a minimum decision package should 
be developed which reflects the funds required to continue 
the present level of operations for each function. Addi- 
tional incremental decision packages could be prepared to 
request funds necessary to increase the duties or operations 
of a f unct ion . 

In the event a decrease in the current level of opera- 
tions is desired for a particular function, a minimum level 
of effort decision package could be requested from that 
function. This procedure appears preferable to the current 
practice of requiring a minimum level of effort decision 
package from every function when it is evident that the vast 
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majority will eventually be funded at their current level of 
operations. 

I' is further recommended that minimum level of effort 
decision packages be prepared in any fiscal year in which a 
reduction in funding is expected. The Governor should exer- 
cise the option of requiring the preparation of minimum level 
of effort decision packages from all departments or only from 
selected departments. 

Although exact figures are not tabulated regarding the 
number of decision packages submitted each year, Mr. Clark 
Stevens, Head of the Budget Bureau of the Office of Planning 
and Budget, has estimated that 5,000 decision packages were 
submitted for fiscal year 1975. Of these, approximately one- 
third were minimum level of effort decision packages. There- 
fore, the implementation of this recommendation would result 
in a decrease of approximately 1,600 decision packages in 
those years when minimum level of effort decision packages 
were not required. This reduction in the volume of decision 
packages should have no appreciable effect on the operations 
of the zero-base budgeting system. 

It may be argued that these recommendations represent 
a departure from zero-base budgeting theory. It is the 
contention of this study that this argument is not valid for 
two reasons. First, minimum level of effort decision pack- 
ages will continue to be made. Only the frequency of their 
preparation will be changed. Second, even in those years 
when minimum level of decision packages are not prepared, 
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every decision package must still compete for funds necessary 
to maintain their present level of operations as well as for 
funds needed to expand their operations. The only change 
suggested is in the funding level where this competition 
takes place. 

Reestablishing Budgetary Guide - 
lines tor Departments 

Overview . As discussed in the previous chapter, 
policies regarding the establishment of budgetary guidelines 
for departments have changed each year since the implementa- 
tion of the zero-base budgeting system in the State of 
Georgia. During the preparation of the 1974 fiscal year 
budget, identical budgetary guidelines were -established for 
each department. These guidelines stated that no department 
should request more than 115% of its previous allotment of 
funds. This policy was changed during the 1974 fiscal year 
budgeting process to permit different budgetary guidelines 
for each department in accordance with the criteria estab- 
lished in meetings between Governor Carter and each depart- 
ment head. The policy of using departmental guidelines was 
discontinued for the 1975 fiscal year budgeting process. 

The problems associated with each of these policies 
have been discussed in some detail in Chapter IV and Chapter 
V of this study. It i? the conclusion based on this study 
that serious problems were encountered when departmental 
guidelines were not employed. 
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He commendations . It is recommended that the policy of 
employing budgetary guidelines be reestablished for each 
department ba^ed on its expected contribution to the goals 
and objectives of the State of Georgia. In addition, these 
guidelines should be established in joint meetings with the 
Governor and each department head. 

Another recommendation o^" the study concerns the estab- 
lishment of budgetary guidelines for the larger activities 
in state government. Some activities are much larger than 
many departments and they experience the same problems as do 
departments. Budgetary guidelines would be of great value 
to these activities in planning their budget requests. These 
budgetary guidelines should be established in 'meetings 
between the Governor, the department head, and the activity 
manager. 

Recommendations Concerning Future Implementation of 
Zero-Base Budgeting by~CJther Governmental ifnTts 

The purpose of this phase of the system synthesis is to 
present recommendations concerning future implementation of 
zero-base budgeting by other governmental units. These 
recommendations are a result of an investigation of the 
problems associated with the implementation of the zero-base 
budgeting system in the State of Georgia. 

Although problems are expected during the implementa- 
tion of any new budgeting system, it is the conclusion based 
on this study that many of the problems experienced in the 
State of Georgia could have been averted. Recommendations 
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regarding ways, to present such problems are presented 
below: 

1. Establish an adequate planning phase prior to "the , 
implementation of the zero-base budgeting system; 

2. Seek the support of the legislative branch of 
government ( i appl icnhle) prior to the implementation of the 
zero- base budget ing system ; 

3. Secure the i>art ic ipar ion of budgeting personnel • 
during the planning of the implementation phase of zero-base 
budgeting; 

•1. Provide for adequate feedback to budget partici- 
pants concerning the effectiveness of the zero-base budgeting 
system. 

gstabl ish an Adequate Planning Phase 
Prior t6~Implementat ion 

Overview . There was a definite lack of adequate plan- 
ning prior to the implementation of the zero-base budgeting 
system in Georgia. A detailed analysis of this problem has 
been presented in Chapter IV of this study. 

The agencies began preparing the 1973 fiscal year . 
budget in June, 1971, and were required to submit a ranking 
of all decision packages to the Budget Bureau by September 
1, 1971. This gave the agencies only three months, at most, 
to learn the new budgeting system, to prepare decision pack- 
ages for every function, and to rank these decision packages 
according to their priority for funds. As a result, much 
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more time and effort was required for budget preparation than 
was required under the old budgeting system. Furthermore, as 
revealed by earlier analysis, decision packages were poorly 
prepared and the decision package rankings were unsatisfac- 
tory. Many of the decision packages and decision package 
rankings had to be returned to the agencies for resubmission.. 

Recommendations . There should be an adequate planning 
phase prior to the implementation of the zero-base budgeting 
system. The amount of time required to do this planning will 
depend upon the size of the activity installing the new sys- " 
tem. However, the time required should be sufficiently long 
to allow the activity to test the system and to provide 
adequate training for budget personnel. 

It is recommended that the zero-base budgeting system 
be tested by a sample group of departments before it is - 
implemented throughout government. The departments selected 
for this test should be representative of the composition of 
the government as to size, objectives, and other special 
characteristics. 

After completion of this trial runy-Tepresentat ives of 
the departments participating in the test should meet with 
the staff budget analysts charged with administering the 
system. The purpose of these meetings would be to discuss 
the problems encountered during the preparation of the 
budget and to prepare recommended revisions to the system. 
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These recommended revisions would then be submitted to the 
executive head of government for his approval. 

The amount of time required for this testing would 
generally be one year since budgets are usually prepared on 
an annual basis. This would also allow sufficient time to 
thoroughly train the budgeting personnel in all departments 
in the new budget ing.procedures . 

The study recognizes the^5act that many elected offi- 
cials will be opposed to a one year testing program for zero- 
base budgeting. These officials are elected for a limited 
term in office and their goal: are, of necessity, basically 
short-run in nature. However, the study indicates that the 
benefits derived from a testing period will definitely 
improve the budgeting process by eliminating major problems 
before they occur, getting the support of budgeting personnel, 
and providing better budgets. 

Seek the Support of the Legislative 
BrancH^ of Government tor the" 
Zero -Base" Budgeting System 

Overview . It is public knowledge that the zero-base 
budgeting system presently employed in preparing the execu- 
tive budget for the State of Georgia has not received the 
acceptance of the Legislative Branch of government. This 
has created a multitude of problems in forming the final 
budget for the State of Georgia. The process involved in 
forming the final budget is beyond the scope of this study 
since most of the changes made to the executive budget are 
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political in nature. The study has been restricted to those 
factors influencing the preparation of the executive budget 
for the State of Georgia. 

However, a lack of acceptance of the zero-base budgeting 
system by the State Legislature has had an. effect on the 
preparation of the executive budgets Department heads who 
are not satisfied with their allotment of funds in the 
executive budget know that they have another opportunity to 
procure additional funds during the budgeting session of the 
State Legislature. One departmental budget analyst stated 
that his department was not too interested in the executive 
budget because it was the State Legislature that gave his 
department the money it needed to" carry out its programs. 

Recommendation . Ideally, there should be agreement 
between the Executive and Legislative Branches as to the 
budgeting system to be employed. This was not the case 
prior to the implementation of zero-base budgeting in the 
State of Georgia, and this did cause some problems. There- 
fore, it is recommended that an effort be made to secure the 
support of the Legislative Branch of Government before 
implementing the zero-base budgeting system in other govern- 
mental institutions. 

Secure the Participation of Budget 
Personnel During the Planning ot 
the ImpTementation Phase 

Overview . There was little participation by budget 
personnel during the planning of the implementation phase of 
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zero-base budgeting in the State of Georgia. The decision 
to adopt the new budgeting system was made by Governor Jimmy 
Carter, and his department heads were informed of this Qhange 
in budgeting systems on March 15, 1971. Shortly after the 
department heads had been informed, budget analysts from the 
Office of Planning and Budget held individual meetings with 
departmental budget personnel concerning the new budgeting 
procedures. 

Uudgeting procedures adopted for use in the 1973 fiscal 
year budgeting process were originally initiated by Mr. Peter 
Phyrr. These budgeting procedures were, for the most part, 
identical to the budgeting procedures employed by Texas 
Instruments, Inc. It soon became evident that these budget- 
ing procedures which were applicable for Texas Instruments, 
Inc. were not appHcable for the State of Georgia. As a 
result, many problems were experienced during the preparation 
of the 1973 fiscal year budget. 

Kocommendat ion . It is the recommendation based on this 
study that the participation of budgeting personnel be sought 
during the planning of the implementation phase of zero-base 
budgeting. This study has indicated that many of the problems 
experienced during the first year of zero-base budgeting 
could h:\vc been averted with proper input from budget per- 
sonnel in the State of Georgia. Only by combining the 
expertise of both an outside system consultant and of budget- 
ing personnel familiar with the constraints existing in the 
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budgeting process can there be any confidence in the proce- 
dures established for the implementation of a zero-base 
budgeting system. 

Prov idc Adequate Feedback Concerning 



the IZi feet iveness of the Zero - 
Base Budgeting System 

Overview . There has been a minimum ^of feedback trans- 
mitted to budgeting personnel concerning the effectiveness of 
the zero-base budgeting system in the State of Georgia. 
After the department's decision package ranking has been 
accepted and the funds allocated in the executive budget, 
the departmental budgeting personnel are seldom advised of 
any further use of the information contained in their budget. 
As discussed in previous chapters, the benefits accruing from 
the application of the zero-base budgeting system are not 
readily apparent at the lower organizational levels. There- 
fore, many departmental budget analysts believe the benefits 
derived from the use of the zero-base budgeting system do not 
justify the additional time and effort required in preparing 
the budget. 

Governor Jimmy Carter has indicated that the zero-base 
budgeting system made a major contribution to his reorganiza- 
tion of the Executive Branch of State Government by showing 
areas where state services were duplicated. In addition, 
evidence ,^has been provided in this study indicating an 
improvement in the quality of management information for use 




183 




211 



of Planning and Budget as a result of employing zero-base 
budget ing- 

Recommendation , It is the recommendation of this study 
that an effort be made -to advise all budget participants of 
all benefits accruing from the use of the zero-base budgeting 
system. There have been several studies which emphasize the 
favorable effect of feedback on employees* performance and 
morale.^ It is the conclusion based on this study that the 

benefits accruing from an adequate system of f eedbaciQ J^ou^ 

improve the attitudes, performance, and morale of budget 
participants in the lower organization levels of government. 

Impl icat ions for Further Research 
This study has been restricted to an evaluation of the 
zero-b:Jse budgeting system presently employed by the State of 
Georgia. This limitation was necessary because the State of 
Georgia is the only governmental unit presently employing a 
-ero-base budgeting system. As a result, the conclusions 
reached pertaining to implementing a zero-base budgeting 
system must be considered in the light of the special circum- 
stances and constraints existing in the State of Georgia 
during the period of this analysis. 

^Hor example: Doris M. Cook, "The Effect of Frequency of 
Feedback on Attitudes and Performance," Empirical Research in 
Accoun ting : Selected Studies 1967 , Supplement to Vol. b of 
Journal oF Accounting ResearchT Tnstitute of Professional 
Account ing , Graduate School of Business, University of 
Chicatio. Chicago, Illinois, 1968, pp. 213-224; Selwyn Becker 
and David Green, Jr., "Budgeting and Employee Behavior> 
Journal of Business , Vol. 35, October, 1962, pp. 399-400. 
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However, there now exists an opportunity for further 
research and analysis concerning the feasibility of employing 
the- zero-base budgeting system in government. The State of 
Texas has recently adopted a zero-base budgeting system for 
the preparation of its 1975 fiscal year budget. 

Factors influencing the preparation of the zero-base 
budget will vary between the two states. Some of the factors 
peculiar to the State of Texas are: 

1. A much larger budgeting operation in terms of both 
volume and dollar amounts; 

2. A greater length of time allotted for planning and 
implementation; 

3. Acceptance of the zero-base budgeting system by 
both the Executive and Legislative Branches of State Govern- 
ment. 

It is recommended that further research be conducted 
as to the feasibility of employing zero-base budgeting in 
government. An analysis of the zero-base budgeting system 
presently being implemented in the State of Texas should make 
a significant contribution to this research. 
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. AN EXCERPT FROM ■ 
EXECtlTIVE, LECISUTIVE AND MSISTRATm DgJUlTHEtiTS AND ACEHCIES 



DETAIL^.' INSTRUCTIONS FOR PREPARING AND SUSKmillC REQUESTS FOR LSGISUTIVE APPROPRIATIONS 
FOR THE mm imm SEFTEHBHR 1977 



Governor's Budjct ind Planning Office leglilitlvi Budget Offlci. 

Executive Office Building Box 12666, Capitol Stitlon 

ill West 13ch Street Austin, Texii 73711 ' . 
'Atiitin, Tpxw 78711 
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Instructions for preparing and lubilttlng requests for leglilative approprUtloos for Che 1978-1979 blenfllum are Issued under the authority 
of the Executive and Legislative Budget Acts. 

The philosophy of the Texas Budget Syitei and instructions and procedures to be followed in its impletiestation, are described herein. 
The instructions are brief and flexible enough to allow adherence to the general concept while peroittlng adoption of procedures to neet 
specific agency needs. Coupled with instructions and eiaaples contained in the Budget Manual - Heeda, Ohiectives and Heasures . it is the 
intent nf these instructions to liprove budget analysis and the benefits that can be gained from this systes of budgeting. 



"Activities" have been defined, and the lanagers of these prograu and activities vill again play.a key role in the appropriations request 
process. Changes desired in the prograa structure identified for the 1976-1977 appropriations request must be cleared with the Executive 
and Legislative Budget Offices before such changes are Bade. Again, the suggeated sequence of events to be followed by most agencies should 
b« a five-step process: 



Sequence of Events ; Budgetary analysis will once again be perfoned around the prograi structure developed for each agency. "Frograis' 



i"and 




Su fii^eited Segoence of gveota 



1. 



2. 



S. 



and Conduct Needs 
Assessaent 



Agency/Frograa 
Hanagers Prepare 



Planning Guidelines. 



Activity Managers 
Prepare Activity 
Decision Packages 



Prograi Hanagers 
Kank Activity 
DeclaioQ Packages 
( Activity PrlorltT 
Table ) 



Prograi KaoagerB 
Prepare Prograa 
DecliloQ PackagtB 



Agency Adalnlstratora 
Rank FrograA 
DeclaloQ Packages 
(Prfflraai Priority 
Table) 



EKLC 



identify "y punning ^ ^,,,ired b/ ' """^ • ' 

iflclud*: . " ■ 



}. Pfogr*- ««««B rank Acs ' A V , . S D^^i'*" 

.„drevie-the«.ithth,. 7, A .^wn*/ , d«lelon Mt^'' 'S^^^r 



4. Progrtf ««a«er» pr,p«, J A The / ' W need «,d object^* ' * »^ . j,,*' 

^ \ , p,ogt„ , ilea Ide^ - 

5. A«.ncy.^toor, 7 A . iSj/A^ , S^i^i^ 



(ContlnUHl) 



^' ^ Agency idlln^*'^*"" '''P'" ^i'^f ^^^^^ ^^^^ (toy Umst Bt Ltveh Ttblt) . Ihls table dlspliys the totil Jgency 
riqueit by d*'^"*'' ^"'"«»til Iwili. (See Inntructlonj for T*ble VII, pages 



After conple'^"^ ^''^ ilequeiC By I^t^* ^t^^t, the agency uinlalitrator vlU have evaliuted all operatloni and Identified the 
budgf( ^j^y^^, Su^^ t*l>^(a ind ipeclil data requests required to cosplete the budget subilssloo can then be prepared In the order outlined 

ht 50. 



Sselilojjickyei 

The concept oi ^^^^'^^ Packages tppUes both to the ptograi and activity levels (Activity Decision Facbges/Frograi Decision Packages), 
^fl deei,^ picMS' dolgoed to produce an evkluatlon of each activity or progtai that vill describe: 

I ' ■ 

1. ObJectlwi'J 

2. Proposed 'tlilnlflg objiCtiVM 

3. Costs 

yoilt lead P*^^°*»«ce Msaures 

S. Variom ^'^'^"'^ '^^0" of perforwce 
i. Alternatl^*'"°*"'^»ccoipU*i>i»8<'kjKtlves 




IHTRODDCTION 



(continued) 



The key to developing decision pacIugeB le the fortnulatlon of neanlngful altematlveB, The types of alternatives that should be considered 
In developing Prograo and Activity Decision Packages are! 

1, Alternative methods of accoapllshlnK the saw prograa or activity . 

The best alterDfltlve for providing progroo sarvlccB Is chosen and the others are discarded: 

~ Alternative methods of acconpllshlng activity objectives should be based around the nethod chosen for providing program senlces. , 
* If an alternative to the current Mthod of operation is chosen, the reconnended aethod should be shown in the decision pacbge. 

■* 

- Only one decision package is prepared to shov the reconended nethod of perfomdng the progras or activity, 

2, Different levels of effort for perfomlnn progran senlces . Once a method' of perforalng a progran or activity has been chosen froi ■.j^ 
the various alternative methodSt a lanager nist Identify alternative levels of effort to perfora that program . ; 

For the 1978-1979 blennlua for each prograa for which funds are requested, It vill be necessary to identify a nlnlnuB level of funding. . The ■ 
ilnlntia level of funding identified must not exceed 90Z of the 1977 hurfgeted funding level. If funds requested for a prograa exceed the 1977 
budgeted funding level, one of the levels identified should not exceed the 1977 budgeted level of funding. U funds requested for a prograa ■ ' 

exceed the 1977 budgeted fundini} level by 20Z, one of the levels requested must approxlnate UOZ of the 1977 budgeted funding level. An agency- 

is not prohibited from requesting vhatever anount of funds it deems necessary to accomplish progran objectives in view of statutorily charged : 
duties and responsibilities. Appropriation requests should reflect the highest priorities of the agency and, in general, should reflect a general 

philosophy of fiscal restrslnt. 

In Buwry, a program for which funds are requested Bust, base Its funding level requests as follows: 

1) Minlnue level • Hust not exceed 901 of the 1977 budgeted level of funding for the.Erogrm. 

2) Level 2 - If funds requested for a prograa exceed the 1977 budgets level of funding, a level of funding that does not exceed 
the 1977 budgeted level of funding siist be identified. ' ' . 
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3) Lml 3 . If furdB m^tti for a Honrai exceed the WJ? budgeted level of funding by 20? or Bore, a level of funding that ' 
■ jpproxlMtes no: of the 1S77 budgeted funding level mt be Identified as a level of requeat. 

4) Level 4 - Uvel four will reflect those jiroei increaaea that exceed the 1917 budgeted level of funding by 20: or mi. 
Activity declalon package re?ueata ahoald be prepared consistent with the planning guidelines regarding ^ funding levels,: but no ' ' 

level requlreaents are specified for activity funding levela. 

The «lnta level of effort concept writs further explanation vlth r.gard to Its function In' the budget aystea. The linta level of 
tffort My not completely achieve the objective of the ptogran (even the additional levels of effort proposed ray not completely achieve it ': 
b«au5e of other considerations), but It should identify and attack the mi i^omt elements. The mlnto level m not exceed m of the 
m budgeted level of funding. The Blnto lavel should attempt to identify that critical level of effort, below which the prograa should • 
be discontinued, because It loses It. viability or effectiveness. The perc i.ta»e factor of 90 percent should be used as a ^mr.i ^Mi^ . 
for achlevlns a meaningful but realistic »lnto« level, Tha minimum level identified may be significantly less . However, the minim must be; 
defined by each program manager for his operations. There are siveral considerations which can guide program .wnagera In determining the >' 
mlnlauti level of effort; '• 

1) The minimum level may not completely achieve the total objective of the program (even the additional levels of effort requested may i 
not completely achieve the objectlvo because of practical considerations). 

2) The minimum level should address Itself to the most critically needed services o: attack the most serious problems. 
J) The mlnliua level may merely reduce the amount of aervice (or number of services) provided by each program. 

<) The Binimm level may reflect operating iiptwemenls, organiiational changes, or Improvements in efficiency that result in cost • , : 
redyctlons. ' ; 



(continued) 



i - ■ 



5) The tilfliaua level nay Incorporate cODblMtloDS of Iteoa 1 through 4.. 
By Identifying a olnlouii level, the program manager la not necessarily recoDaendlng that the progran be funded at thia level, and uy 

Identify subsequent levels. The nlnlnun level merely Idsotlf lea one alternative, exphlni vhat could be done atjhls level, and, by inference,: 

. • v..,..4 

from other levels, what would not be done. 



Development of different levels of effort Indicates that the progran or activity manager thinks that all levels deserve consideration ^'-'y 
vlthln realistic funding Uioltatlons. Each level of effort Identifies an Incretaental cost and benefit, and nanageiaent onist evaluate and ' 'V>;; 
' prioritize the marginal benefit provided by different levels of funding for each program or activity. 

. ' , , , , ■■ ■ \' 

Priority Ranking of Funding Levels ' , ^ '■■M 

The priority ranking of activities and levels of activities^ prograos and levels of prograos vlth relatlonshlp t^actlvity and progran-^il 
objectives Is another key concept of the budget systea* The, Activity Priority Table facilitates the ranking of activities and levels of .^^^ 
acclvlclea and assists In -the fonoulatlon of prograi funding levels. The Frogram Priority Table facilitates the ranking of prograss' and: levels 
of prograas as they correlate to agency-vide objectives and priorities for the biennluD. Agency aanageiDent should carefully tevlev all prograi' 
levels of funding Identified and cake every effort to Insure that the prograni ranking process reflects the priorities of the agency, for the ''^f'> 



Detailed Instructions for each table of the budget systea follow*. Ilie exaople shown vill correspond to the foUovlng prograa structure: 

Functional Category: Health and Welfare ■-^■''''■■<':: '^ri^,, 

Progran Areat ' Preventable Diseases ^ ' - ■ 

Programi , Bureau of Tuberculosis Services \ 



Activities: Outpatient Services 

Administration 



Contract Services ■ - ... 



TABLE V; PROGRAM DECISION PACKAGE 



1)1 fitfrt^AiMHiiM 
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CHAPTER V 
ZERO-BASE BUDGETING ANALYSIS 

Once developed, the progran structure serves as t^e fraaework 
for zero-base budgeting analysis. This chapter will utilize the pro- 
gram structure example shown in Figure 2 of the previous chapter to 
demonstrate the analytical concepts of zero-base budgeting. 

As the term suggests, zero-base budgeting seeks to have agen- 
cies and institutions justify their total budget requests rather than 
Justifying only the increments above the previous level of appropria- 
ations. The concept is not a new one, as Uildavsky quotes a proponent 
of "justify from zero" who wrote in 192A.^ The United States Depart- 
ment of Agriculture utilized the concept in preparing agency funding 
estimates for the 1964 fiscal year. 

All programs will be reviewed from the ground up and not merely in 
terms of changes proposed for the budget year. Consideration must 
be given to the basic need for the work contemplated, the level at 
which the work should be carried out, the benefits to be received 
and the costs to be incurred. Program goals based on statutes 
enacted to meet problems on needs that today are of lesser priority 
must be re-evaluated.^ 

Some have maintained that the planning-programming-budgeting 

systems of the mid-1960* s would result in the implementation of some 

of the zero-base budgeting techniques. 
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Plonning-proKrainralng-budHetlng ayscems will tend co lessen the use 
of Che current widespread practices of giving excessive attention 
to thfi changes from the preceding year's budget with too little at- 
tention to a review of an agency's budget as a whole In the sense 
of reconsidering the value of existing programs.^ 

. . . PPB seeks to replace, at least in part, the pernicious prac- 
tice ot' incremental budgeting, under which the budget allocation 
process does not Involve a review of the basic structure of pro- 
grams but primarily consists of making decisions about how much 
each existing program Is to be Increased or, much less frequently, 
decreased. Each program cannot, of course, be reviewed from the 
ground up each year. But the analytic steps of PPB call for a 
periodic review of fundamental program objectives, accomplishments, 
and costs while considering the effectiveness and efficiency of 
alternatives.^ 

The Dynamics of the Zero-Base Proces s 



and an Improved management function as Its primary components. Plan- 
ning Involves the establishing and specifying of objectives, the eval- 
uation of alternative courses of action to achieve those objectives, 
and the allocation of resources among those programs. Such explicit 
requirements were not an element of the previous budget methodology. 
The Improvement of the management function focuses on the utilization 
of resources — personnel, equipment, operating expenses and the like — to 
Implement programs In an efficient and effective manner consistent with 
Che goal of accomplishing pro>;ram objectives. The zero-base concept 
seeks to provide the link hetwec^n operational objectives and specific 
governmental programs and activities designed to achieve those objec- 
tives. This element of "how" to implement programs has been declared 



The zero-base system emphasizes an Improved planning function 
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to be one of the major weaknesses of planning-programming-budgeting 
systems. 

PPB focuses almost entirely on what will be done, not how to do it. 
... iMloHt dlscusaionH of PPB have simply ignored the very real 
and crucial problems of program implementation, long a central con- 
cern of state budget activities. Policies are not better than the 
manner in which they are carried out, and this trui«m will not be 
altered by PPB. PPB is concerned with budget formulation and fo- 
cuses on program and policy decisions, not that part of budget 
review that tries to detail the inputs required to implement most 
economically the decisions already made. 

PPB focuses on what will be done, not how to do it. . . . PPBS has 
no formal methodology to transform policies and objectives into 
an efficient operating plan and budget. 

To illustrate the various components of the zero-base budgeting 
system, an example i« utilized to demonstrate how the theoretical as- 
pects of zero-base budgeting will result in an improved decision- 
making informatiotial tool. Although not a formal requirement in the 
preparation oi agency budget requests, a sequence of events was sug- 
gested to aid personnel in the implementation of the zero-base budget- 
ing concept. The sequence suggested is illustrated in Chart 2, see 
page 55, and provides an appropriate frame of referonce to discuss the 
dynamics of the process. "Once the dynamics have beea briefly dis- 
cussed, ail example illustiaces the theory of the concept. 

Logically, the first step of any effective planning and 
budgeting process should be the development of planning guidelines by 
agency and program managers. Such guidelines might include the identi- 
fication of basic program needs and objectives, an evaluation of past 
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performance, the Idunclf Icaclon of ^^.,3^ ^^K'ods °^ Prog^^^ 
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formulated by agency program managers, xhe identification of 
various levels of program and activity effort is a unique and key com- 
ponent of the zero-base system. After activity managers prepare their 
requests and review them with their program managers, program managers 
must rank the various "levels of funding identified for each activity in 
order of priority within the program. This process of ranking priori- 
ties establishes the budget levels of each program. If activity man- 
agers have followed the planning guidelines with regard to the various 
program performance levels that were established by agency and program 
managers, the various levels of funding identified for each activity 
should correlate and be reflecti*'^ °^ the program rerformance level 
guidelines established. 

The program manager can then proceed with the next ntep in the 
process which is the preparation the program request. The program 
levels of funding identified from the establishing of priorities of the 
various levels of funding of the activities comprising the program will 
reflect the projected performance levels with regard to program needs 
and objectives. Thus, decision-makers should be able to utilize this 
information to determine the various impacts that can be anticipated 
on the target group problem area at the various levels oi funding 
identified. 

After the Program levels have been Identified and program im- 
pacts evaluated, agency admini3trators must establish priorities among 
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the levels of the vnrluua programs to emphasize which services are 
emphasized and those that are de-emphaslzed In the agency's budget 
request. 

The frequent references to activitlOH, programs, levels, and 
establishment of priorities tends to become confusing. To explain the 
theory of the concept requires an example of the type of information 
required so that one can become more cognizant of the thought processeis 
that should enter into the preparation of a zero-base budget request of 
an agency. Referring to Figure 2 in Chapter IV, a aample funding 
request Is illustrated for the Institutional Care program and the Coun- 
seling and Rehabilitation activity. 

Program Needs Assessment 

For each agency program, agency and program managers must first 
identify and discuss the particular problem or need to be addressed by 
that program. Need identification is facilitated by the Program Deci- 
sion Package Need Table, which should be prepared while agency and pro- 
grw". managers are developing the initial planning guidelines, goals and 
objectives for agency programs. Need is defined as that quantity which 
identifies the program performance level required to solve a problem, 
achieve a desired state of affairs, or serve a target group. The need 
for a program should be derived from the determination of legislative 
Intent which authorized the need to be met and/or the identification of 
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the target group or segment of the population which has been identified 
as being in need of service. 

The Program Decision Package Need Table requires a discussion 
of the nature of the need and the magnitude of the need to be addressed. 
There are several aspects of need which are useful in identifying the 
specific needs and/or demands for each program- In presentations to 
agencies, staffs of the two budget offices emphasized five basic aspects 
of need to aid program managers in program needs determination. These 
five aspects and their basic characteristics are as follows: 

1. Target population — the group or environment to which the 
need relates. 

2. Quantity of need — an indicator of the numerical scope of 
the need. This should identify the size of the true target 
population. 

3. Quality of need— an indicator of the severity of the need 
(of the importance of satisfying a unit of need). 

A. Urgency of need— an indicator of timely action required to 
satisfy needs, 

5. Unsatisfied demand— an absolute or relative measure of 

the indicated demand for which services arc not provided. 
The Program Decision Package Need Table requires* both a verbal 
description of these basic aspects of need and the identification of 
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quantitative need iiidicutorB tliat will serve as the basis for analyzing 
the effectiveness of program operations. Refer to the Program Decision 
Package Need Table example for an Institutional Care program of the 
Texas Youth Council for an illustration of the type of information de- 
sired. The determination of the need for governmental services is a 
necessary prerequisite to the evaluation of the effectiveness of such 
services 

The Activity Deciaion Package 

After the Program Decision Package Need Table has been com- 
pleted, each activity manager within, that program must analyze his 
activity and prepare the funding request. This analysis is facilitated 
by the Activity Decision Package format which focuses analysis on the 
following questions. 

!• What is the objective of the activity? 

2. What are the alternative means or methods of performing the 
activity to accomplish the objective? 

3. What is the proposed means of performing the activity? 

4. Wliat are the alternative level.** of funding that should be 
considered? 

5. What are the costs and benefits of each level of funding 
identified? 

6. What are the work load measures that are meaningful in 
evaluating the activity? 
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First of all, chu activity objective statement should describe 
Che purpose and objective of the activity in relation to the program 
of which the activity is a part. The objective statement should state 
in quantitative terms the desired outputs or work load of the activity 
and should specify the time frame in which this will occur. Activity 
objectives must correlate with program objectives in terms of the work 
loads or outputs that the activity produces to further achievement of 
the program objective. The objective statement for the Counseling and 
Rehabilitation activity is shown on page 63. Objective statements for 
the other activities comprising the program — Administrative Services, 
Physical Plant Maintenance, Support Services, Food Services, Education, 
Medical Treatment, Dormitory Lite and Adventure Trails — should also be 
stated in measurable terms indicating the work loads or outputs they 
seek to produce to insure achievement of the program objective. 

After the activity objective statement has been formulated, 
activity managers should consider alternative methods of performing 
the activity within the parameters of the program planning guidelines. 
Analysis of alternative methods of accomplishing the objectives is one 
of the key aspects of the zero-base system. Managers are not restricted 
to the identification of funds needed above the existing level of ap- 
propriations, but are explicitly afforded the opportunity to evaluate 

the present method of operation against other reasonable alternative 
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7-7~thod^ of p.ovldlb8 services. By focusing on alternative methods of 
accomplishing objectives, activity Onagers may identify :«,re efficient 
and effective ..an. of performing the activity. After all reasonable 
alternatives have been evaluated, the best alternative is chosen to 
perform the activity. The alternatives not selected should, be de- 
scribed, the reason for rejection stated, and the estimated costs of 
each alternative should be shown. 

This formal consideration of alternative methods of providing 
services is a distinguishing feature of the zero-base system when com- 
pared With the previous system. It should be reemphasized that alterna- 
tive methods for achieving the program objective should first be con- 
sidered before each activity manager determines the alternative methods 
-for achieving his activity objective. The interrelationship between ' 
^programs and activities as defined by the program structure of an 
agency clearly places a premium on effective planning. For an example 
of alternative methods of acconplishing program objectives refer-to 
page 80. and for an example of alternative methods of accomplishing 
activity objectives refer to page 64. 

After the activity objective statement has been formulated and 
tfce method of performing the activity chosen, the next step is the 
id«»,tification of alternative levels of effort for performing the 
activity. The zero-base concept, which require, the complete analysis 
■of programs and activities in terms of the identification of 
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alternative methods of providing services, also requires that funding 
levels be established to identify incremental costs and benefits as 
they relate to achievement of objectives. A primary element in the 
concept is that the initial level of funding identified must be below 
the current level of funding. The identification of a "minimum level 
of effort" is the base for the identification of other levels of effort. 
In essence, the requirement that a funding level below the current level 
of funding be identified has become the feature most often associated 
with the zero-base system. The joint budget instructions issued by 
the two budget offices explained the minimum level concept in some 
detail. 

The minimum level of effort may not completely achieve the objec- 
tive of the program or activity (even the additional levels of 
effort proposed may not completely achieve it because of realistic 
budget and achievement levels), but it should identify and attack 
the most important elements. The minimum level must be below the 
current level of effort. The minimum level should attempt to 
identity that critical level of effort, below which the program or 
activity should be discontinued, because it loses its viability or 
effectiveness. There is not a magic number (e.g., 75 percent of 
the current level) to identify this minimum. This minimum must be 
defined by each program or activity manager for his operations. 
However, there are several considerations which can guide program 
and activity managers in determining the minimum level of effort: 

1) The minimum level may not completely achieve the total ob- 
jective of the program or activity .(even the additional levels of 
effort requested may not completely achieve the objective because 
of realistic budget and/or achievement levels). 

2) The minimum level should address itself to the most critical 
services or attack the most serious problems. 

3) Tlie minimum level may merely reduce the amount of services 
(or number of services) provided by each program or activity. 
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A) The minimum level may reflect operating improvements, 
organizational changes, or improvements in efficiency that result 
in cost reductions. 

5) Combinations of 1 through A. 

Note that the defiaition of the minimum level of effort is 
couched in sucS terms so as to apply to both programs and activities. 
Since activities are the administrative techniques utilized to carry out 
programs, the logic of the zero-base system holds that the addition of 
all minimum levels of the activities comprising ihat program would con- 
stitute the minimum level of the program. The addition of subsequently 
identified incremental activity levels would likewise constitute the 
incremental program levels. 

Thus, the initial planning guidelines issued by agency and pro- 
gram managers should specify the number of levels that will be idenf*.- 
fied at the program level so that activity managers can prepare their 
level requests in accordance with achievement of the program objective 
at these various levels of funding. 

There are several basic elements of information that should be 
identified for each level of funding requested. The first is a descrip- 
tion of the methods, actions, and operations required to perform the 
activity at each level of funding identified. Refer to pages 63-64 for 
an example. In describing the means of performing each level of the 
activity, managers should specify what will be done; how it will be 
done; and, the benefits and shortcomings of that level. This provides 
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managers the opportunity to Justify funding level requests in a 
qualitative manner. However, emphasis is placed on justifications that 
can be expressed in a quantitative manner which is the purpose of the 
work load/performance measures information section that is provided for 
each funding level requested. Again refer to pages 63-6A for an 
example. 

Although this section of the activity decision package format 
specifies the identification of either work load or performance mea- 
sures and the supporting data, the logic of the Texas system holds that 
activities will produce products that can best be measured by work load 
and unit cost measures while most program outputs will be more properly 
measured by results-oriented or performance measures. The most impor- 
tant consideration, however, is that work load and performance measures 
be a meaningful method of displaying the degree to which each level of 
effort of an activity or program contributes to the accomplishment of 
the objective. 

The joint budget instructions for the 1976-1977 biennium noted 
that work load/performance measure characteristics should: 

1) provide a clear picture of the services provided and/or re- 
sults produced for each level of effort; 

2) identify t'i7:0 iactors controllable by that activity or pro- 
gram (e.g., an activity will not have any impact on the weather, 
but may provide services in the form of a disaster warning system, 
which is controllable, and the results of which are measurable); 

3) deal with significant, core aspects of the activity or pro- 
gram, directly related to the change sought by the objective; 
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4) be designed with an emphasis on readily obtiftinable data. 
However, measures for which data do not exist still should be 
Identified; 

5) . . . emphasize factors which may vary with, and may bg 
correlated to, the activity's or program's expenditure level. 

With the Identification of work load or unit cost measures, an 

analysis of the efficiency of services provided can be determiner* at 

the activity level. Efficiency does not address the question of 

whether the product. Is worthwhile or good. Rather, efficiency focuses 

upon the ratio of Inputs (resources allocated to the activity, usually 



measured In dollars) to outputs (products, usually measured In units 

9 

called work load measures which describe the quantity of activity). 

Examples of' work load measures are shown In' the example on page '63 aiid 

also In Figure A In the chapter on program structure. : Utilizing this 

type of Information, the following type of analysis is possible. 

Assume that states A and B both allocate $1,000,000 to Community^ 
Colleges for training computer programmers. In State A, 500 stu- 
dents complete the curriculum that this $1,000,000 bought. In 
State B, AOO students complete the curriculum. The cost per stu- 
dent Is $2,000 for State A and $2,500 for State B. Assuming equlv-f: 
alent curricula the community colleges In State A are training " ""Y: 
computer programmers more ef f If '.ently than the community college.^ r 
In State B. (But that doesn*'. necesF-xiilljly mean that A*s students 
are better programmerr than B*s.)^^ - " 

Measures of efficiency are Important because of the limited 

resources that are available to meet all^'^bf the demands for governmental 

services. It Is not only Important .that deslrcit changes be brought 

about vlth regard to basic problem areas or target groups, but that this 

be accomplished with the expenditure of the least amount of funds and 
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resources possible. Work load measures provide Che opportunity Co 
compare ancicipaced oucpucs vich past performances, wich accepted stan- 
dards, or with the experiences of other governmental units. If work 
load outputs are specified in thr activity ob.iective, it then becomes 
possible to ascertain? che achievement level of each level of effort in 
meecing chat stated objective and ultimately the program objective. 
Further examples of work load measures include: 

Number of students enrolled in school 

Number of investigations 

Number of patients treated 

Number of cards received and processed 

Number of samples analyzed 

_ Number. of^facilities certified 

Number of vehicles inspected 

While such measures are conducive to the measurement cf output in terms 
of efficiency, they do not address tlic Impact of governmental services 
on the problem area or target group In question. 

The third page of the activity decision package format, shovm 
on page 65, provides an object of expense breakdown for each level of 
funding irlentlfied. The Comptroller's Manual of Accounts is utilized 
as the basic guideline In determining the objects of expense for which 
expenditure data should be submitted and requests formulated. This in- 
fonnacion is displayed incrementally for each object of expense, with 
provision for the iV-.V^^lve cost that would be experienced if each 
parci'cular level of funding were approved, ^ Additionally, activity man- 
agers are required to identify both the source of funds and the amount 
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of funds from each source for each level of funding identified. 
Theoretically, the zero-base system should not require a differentia- 
tion of the source of funds utilized to provide governmental services 
since all services should be justified from base zero. However, the 
requirement that funding sources and amounts be identified is an admis- 
3ion that such information is desirable under the Texas zero-base sys- 
tem. In the example on page 65> the general revenue fund is the sole 
source of funding for the Counseling and Rehabilitation activity. The 
fourth page of the Activity Decision Package format is shown on page 66, 
The staffing patterns for each level of funding identified must be 
shown on this section of the decision package format. While the zero- 
base budgeting system in Texas strongly emphasizes measurable objec- 
tives, alternative methods, alternative levels, and performance mea- 
surement, it also requires object of expense and personnel information 
that was such a major component of the previous budget system. 

The Activity Priority Table 

After all activity managers comprising a program have prepared 
nhcir activity decision packages, it then becomes the responsibility of 
the program manager to rank these decision packages In order of priority 
within the program. This process is facilitated by the Activity Pri- 
ority Table, An example of. this process for the Institutional Care 
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program, page 7A, reflects the decisions that the program manager must 
make. 

If all activity managers have prepared their decision packages 
consistent with the planning guidelines regarding program levels, the 
program manager can proceed with the priority ranking of activity lev- 
els. Thus, as shown in the example, the summation of the level one 
funding levels of the activities constitute the level one funding level 
of the program. Activity packages ranked 1 through 9 constitute pro* 
gram level one; activity packages ranked 10 through 18 constitute pro* 
gram level two; and, activity packages ranked 19 through 27 constitute 
program level three. 

Assuming an ideal program structure, it makes little difference 
where the various activity levels are ranked within a program level 
since the performance of all the activities comprising a program is 
necessary to perform the program and meet the program objective. This 
is reflected in the example for the Institutional Care program. By 
definition, the minimum level of an activity must be ranked higher than 
the second level of that activity and so forth. The Texas system rec- 
ognizes the possibility that some functions may not be directly re- 
lated to achievement of the program objective. Research projects would 
fall into this category, as well as one time capital outlay equipment 
expenditures of a magnitude that the method of performing an activity 

or the program would be altered. To illustrate, assume that a research 
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proposal regarding Identification of a better method of performing the 
Counseling and Rehabilitation activity was proposed at a funding level of 
§100,000 and this was the only level of funding identified. If this 
request is ranked number 18 by the program manager, then theoretically 
the second level uf program funding could be at that point. The pro- 
gram manager might determine the second level of program funding to be 
at that level, or he might also include the second level of the Phyuical 
Plant Maintenance activity which would then become priority package 
Dumber 19. Although not shown in the example, the Texas system 
allows for imperfections in program structure definition. In other 
words, some structures will be developed wherein the aggregate effect 
of the activities will not have a direct relationship with regard to 
athievement of the program objective. In such cases, setting priori- 
ties of activity decision packages can occur at various program funding 
levels. However, emphasis is strongly placed on the identification and 
implementation of proper program structures. 

As one can see by referring to the Activity ^r^^x.-'^K-v Table ex- 
ample, by defi.nition minimum levels of all activities ffiWVvt be below 
the current level of funding. Thus, the minimum level of the program • 
is assured of being ^i>elow the current level of program funding. In 
the example, the minimum level of program funding would be $3,226,500 
for each year of the 1976-1977 biennium. Ninety-nine personnel would 
be required to perform the program at this level. This level of funding 
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compares with the current level of funding, the 1975 budgeted column, 
of $3,710,000 and 132 personnel. The second level of funding would* 
require $A, 023, 000 and 1A2 peraonnel In fiscal year 1976 and $3,997,000 
and 1A2 personnel in fiscal year 1977. 

It should be noted that the joint budget instructions did pro- 
vide for exceptions to the minimum level. Instances of start-up costs 
for previously non-existent operations, or operations that were not 
fully in operation during the 1975 fiscal year are examples of such 
exemptions. 

The Program Decision Package 

After the program manager has ranked levels of activity deci- 
sion packaR«!S it then becomes necessary to prepare the program decision 
package request. Refer to the example for the Institutional Care pro- 
gram of the Texas Youth Council shown on page 79. As stated previously, 
activity managers are guided in the preparation of their activity de- 
cision package requests by the planning guidelines which included spec- 
ifications of the program objective; the consideration of alternative 
methods of performing the program; and, the determination of tentative 
program funding levels. The program objective is a statement of the 
quantifiable impact a program is anticipated to have on a specified 
problem area or in achieving a desired state of affairs. The program 
objective statement should specify (1) the target group or problem area 
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for consideration (need), (2) the extent to which this need will be 
me^., and (3) the time frame in which the desired condition will be 
brought about. If the objective- statement can be stated in such terms, 
it is possible to measure the effectiveness of the program with relation 
to achievement of the objective at the different funding levels 
identified. 

Questions of program effectiveness are often not asked vhesi diST* 
cussing governmental services and reiquests for appropriations. Thv^re 
are probably several explanations that account for this. One would be 
that program effectiveness measuremen'c is so extremely difficult, How 
does one determine that basic prograr.! -onditions have changed, and 
whether or not that chfl^ige was the result' oJ: services provided by the 
particular program? Secondly, the developrent of an arpropriatf: data 
base to measure program effectiveness lags considerably behind the 
availabilit> of data of the work loac^. nature. This fac; is simply a 
li'CCi^:./* 'on ot £V>e state of the art. Several states, InCludinf^ Texas, 
are making every effort to Improve this component of budget .Systems. 
The zerp-base system in Texas ^eeks to raise the level of concern re- 
garding program measuremei^t and nvake it a subject of systematic anal- 
ysts throughout the budgetary process. 

The Program Decision Package format is vsry similar to that of 
the Activity Decision Package. The means employed to perform the pro- 
graiu are described in a narrative, with emphasis placet* ci. lJiC resources 
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added at each pirClciiiar lev\?l of funding. Managers agein given 
;'* e opportunity to sp<^k ^ualitai ively to the aspcct^If programs that 
they feel do not l<:n;l tho.mselves to qu'^ntitatlve measurement. Although 
the zero'tase system strongly eir.pha£>l7:«is cont-. effectiveness analysis 
and quantitative measurement, the sys^^iaDi y^.^uLl be incomplete if it die? 
aot provide program and activity managers the opportunity to express 
their concerns regarding outpuLti that ar.? not conducive to quantitative 
measurement. 



before. Is the difference 'between measures of efficiency at the activ- 
ity level and measures ot effectiveness at the program level. The Pro- 
gram Decision Package format also requires a summarization of proposed 
expenditures by object of expense. Stuffing patterns are not required 
at the program level. 

The Program Priority Table 



sis required of the agency Is the establishment of priorities of the 
various levels of the program funding requests. This process is fa- 
cilitated by the Program Priority Table. An example is shown for the 
Texas Youth Council. In the example shown on page 8^, the Youth Coun- 
cil has three institutional programs, a community based program, and 
the central office function is described as a central administration 



The chief difference ^tetween the two formats, as pointed out 



The final step in completion of the zero-base budgeting analy- 
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program. Depending on program ^;il•-^ctiJl:e definition, che three 
inetituclons could be cottbined into one institutional care program but 
this iff. not the case in the example. 

The purpose ox tht; Program Prior Ivy Table is to identify and 
rank programs and levels of programs against one anolher as they relate 
to lUh overall needs and objectives of the agency. By definition, the 
minimum level of a program must be ranked higher th.in the ^second level 
of that program; the second level of the program must be ranked higher 
than the third level of that program and so forth. The example il- 
lustrates this for each of the three programs. 

The interrelationship between programs and levels of programs 
Is not Interdependent as are activities and levels of activities. In 
other words, one does not necessarily have to fund all the second lev- 
els of the three institutional care programs, the community based pro- 
grams and the central administration program to have an impact on the 
target group or problem area. Of course some difficulties might be 
encountered if one institutional care program was funded at a higher 
level than the other two institutional care programs. There would be 
some basis for such disagreement since institut:lonal care programs 
within the State should be of the same quality from one institution 
to another. However, the point is that each of nhe programs and lev- 
els of programs identified should have an impact in reaching a desired 
state of acfairs. 

85 



266 



259 



■ Referring to the example, agency management has indicated by 
this ranking process that it desires to continue basically the present 
method of delivering services. Thus, the first levels of each of the 
five programs are ranked 1-5. However, in this example, the community 
based program takes on added importance as indicated by agency manage- 
ment ranking the second and third levels of this program above the 
second and third levels of the three institutional care programs. 
One might also make a tentative assumption that the second and third 
levels of the central administration program also have some relation- 
ship to the community based programs, since the third level is ranked 
above the third level of the three institutional care programs. How- 
ever, one should be extremely careful in assigning too much impor- 
tance to any major assumptions that might be made by reviewing the 
Program Priority Table. The Program Priority Table simply reflects an 
agency's ranking of its programs and levels of programs as they relate 
to the needs and objectives of the agency. It (the Program Priority 
Table) does not contain any information whatsoever regarding program 
needs, objectives, and impacts. To assume that it does is to mistakenly 
apply one of the principles of zero-base priority ranking to the exclu- 
sion of the consideration of the ether princi'ples involved. Such uti- 
lization of the concept would compromise the principles and intent of 
the overall system. 
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To summarize!, zero-base budgeting analysis is framed around a 
program structure that is constructed along need and objective lines 
so as to focus attention on program results in serving a particular 
target group population or solving a problem; Efficiency is emphasized 
at the activity level of the structure and effectiveness at the program 
level of the structure. Alternative methods of providing services must 
Ve- analyzed at both levels to insure that the most efficient and effec- 
tive methods of program delivery are chosen. The zero-base philosophy 
r^iquires that a level of funding below the current level of funding must 
he identified. Subsequent levels of funding must reveal the additional 
outputs or impacts that can be projected to occur with the additional 
r^isoiirces requested. Priority ranking of levels of activities and 
programs indicates management's determination of how the agency's needs 
and objectives can best be mat. Supporting information describes how 
the services will be provided, by whom, and the costs and benefits pro- 
jected. . Finally, the goal of the entire system is to provide more and 
better information to decision-makers so that the priorities of the 
State can be determined and achieved in a rational and reasonable 
manner. 

Performance Evaluation 

This is the t ixory of the Texas zero-base budgeting system.- 
However, before proceeding to a critique of its application, one should 

87 



2 63 



261 



also consider the role of Che post-performance evaluation procedure 

that has been established. Is there any difference between "analysis" 

and "evaluation"? 

It is not easy to specify the differences between analysis and 
evaluation. Their methodologies are similar and cost effectiveness 
(in its various forms) Is their mutual concerns^ In systems theory, 
analysis and evaluation generally are conceived of as two inter- 
connected parts of an iterative process that begins with the iden- 
tification of objectives and the analysis of program alternatives 
and culminates with an evaluation of program results. Analysis 
typically is regarded as a necessary step before evaluation; only 
after the objectives and program aims have been specified can their 
attainment be measured. But, as sociopolitical processes, analysis 
and evaluation rarely coexist in the fashion prescribed in flow 
charts, for the ascendancy of one ordinarily spells the eclipse 
of the. other. 

An obvious distinction is in time perspectives. Analysis is a 
prospective process; it has to do with planning future policy and 
the consideration of proposed courses of action. Evaluation is 
retrospective; its concern is with what has been accomplished under 
existing or terminated programs. Accordingly, analysis tends to 
be associated with new public actions while evaluation concentrates 
on reviews of past decisions. 

It is the latter distinction with regard to the time perspec- 
tive that is evident in the Texas system. With the passage of House 
Bill 169, the Sixty-third Legislature, Regular Session, established a 
systcir of performance audits and refiorts by the Legislative Budget 
Board. This legislation stated in part: 

The performance report shall analyze the operational efficiency of 
state agency operations and program performance in terms of ex- 
plicitly stating the statutory functions each agency, department, 
commission and institution are to perform and how ttjese statutory 
functions are being accomplished, in terms of unit-cost measurement, 
work load etficiency data, and program outout standards as the 
Legislative Budget Board shall establish.^"' 
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Further, Senate BiU 52, Acts of the Sixty-fourth Legislature. 

Regular Session (the general appropriations bill for the 1976-1977 bi- 

ennium) contains a rider provision which states: 

Each agency shall file an annual report under guidelines developed 
by the Legislative Budget Board and Governor's Budget Office show- 
ing performance and work load measures for each line-item program 
or activity for the fiscal year. The report shall also contain a 
comparison to estimated performance and work load measures fore- 
cast in the budget request, and explanations for any major vari- 
ance by measure, 

The purpose of the performance report in the Texas system is 
to assess actual program accomplishments in comparison with planned pro- 
gram accomplishments. The performance report should measure program 
accomplishments or results through the collection and analysis of data 
in a ^systematic, step-by-step process. It should be results oriented, 
measuring program performance in terms of its impact or its effect upon 
clients and citizens. Its principal purpose is to'provide decision- 
makers with information on past performance so such information can 
then be utilized to improve policy and resource allocation decisions. 
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CIIAPTER Vr 



EVALUATION 



How does one decennine Lhac the funding decisions made by uti- 
lizing Che zero-base concept are better than those that were made under 
the previous budget system? Quite frankly, it is almost impossible to 
point to a decision and say that it was a better decision because of 
the utilization of the zero-base budgeting concept. Theoretically, one 
should not assume that better decisions will necessarily result but 
should as.sume that better Information will result and be structured in 
a manner that is relevant to those engaged in the decision-making 
process. To gain an understanding of the type of information generated 
and its application to decision-making » the author interviewed senior 
examiners from the Legislative Budget Office and Executive Budget Of- 
fice who had experience with the previous budgetary process and who also 
formulated budget recommendations by utilizing the zero-base concept. 
Also, questionnaires that addressed the sane basic questions that were 
posed to examiners were forwarded to personnel involved in the prepa- 
ration of budget requests for the Department of Health, Department of 
Public Safety, and Department of Corrections. By analyzing the views 
expressed in these responses and the author's personal experience with 
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the two different systems, thu author seeks to provide some conclusive 
evaluations on the advantages and disadvantages of the zuro-base bud>- 
geting' process. 

The Strategy of Implementation 

First of all> as pointed out earlier^ the zero-base concept was 
implemented in all state agencies and institutions. Admittedly, the 
concept that was implemented for colleges and universities, the junior 
colleges, and the minimum foundation program for financing public 
schools was vastly different than the concept implemented throughout 
the remainder of state government. The former two were different be- 
cause of the formula system utilized to fund this segment of higher 
education and t/ic latter was different because of the statutory pro- 
visions that specifically detail the funding mechanisms to be utilized 
in financing public school educational needs. The point to be empha- 
sized is that the Implementation of zero-base budgeting differed from 
the methodology that state budget directors have on at least one, occa- 
sion noted as most preferable in installing PPB systems. 

Overall, budget directors favor a deliberate speed policy that 
does not upset budget traditions and that involves u wide spectrum 
of participants. The composite "best way to instalj PPB" is; in 
a few agencies at a time rather than across the board; with the 
regular staff raither than with a special PPB staff; by revising 
the existing budget procedures rather than by establishing special 
new procedures; by working with the agencies rather than by con- 
centrating the work in the central budget office; by concentrating . 
on the legislature rather than by circumventing it; by giving 
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planners an adviaory rachar than a leading role; by relying on 
peopie who Itnow state budgeting; by establishing state goals rather 
Chan by developing supporting data; by focusing on program alterna- 
tives rather than on cost projects.^ 

Zero-base budgeting was implemented in Texas in a manner quite 
different fron the "ideal" process described above. For example, basic 
implementation characteristics included: across Che board implementa- 
tion rather than a phased-in process^ with a few s.elected agencies; 
regular use of special expertise provided by consultants; and, a vast 
revision of then existing budget procedures. It is virtually Impossible 
to describe the difficulties encoims^red in implementing a c.trrprehensive 
budgeting system such as zero-base throughout Texas stit*; sovernment 
with a limited budget staff. The immense burden thai, this placed on 
examiners of the two central budget offices and agency personnel in- 
volved in budget preparation probably resulted in each having a better 
understanding^^ other's problems. Additionally, it was the general 
consensus of those who were involved that any improvements that are 

necessary to iJnp'^Py*^ .^^?. system pose substantially less pro^ 

those involved in the initial impleracntation efforts. This general 
opinion seemed co be expressed chroughouc examiner and agency personnel 
responses. 

Most of the conclusions reached in chis chapcer are based on Che 
opinions of examiners and accivity and program managers and chus roflecc 
judgment on the cype of inforraacion desired by personnel ac chis level 
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of the decision structure. To auts^^airlzc for a noment, these types of 
personnel will be principally concerned with data gathered at the pro- 
gram and activity levels of the structure. On the other hand, the 
Governor and members of the Legisl.irtiro should primarily concerned 
with the data generated at the y . i j^ ea and program levels. The in- 
tent of this report is not to re improvements regarding the cur- 
rent budgetary structure, but to concentrate instead on any improve- 
sients that can be made In the system that is implemented around the 
vjristing 'Jtruc':ure. The point to be emphasized is that it is quite 
<*.ifflcult to design a system' that accommodates the informational de- 
sires of those Involved in the dual budget preparation process in Texas 
— the Governor and the members of the Legislative Budget Board. 

The Structuring;- of Information 

Some of the difficulties involved are easily noted. For ex- 
ample, assume that information generated at the program area level — 

generally ..the amount of. resources. being directed . toward .a particular 

group or segment of the population with similar disabilities, needs or 
attributes — Is biitt'.c^lly structured in such a manner that is relevant 
both to the Governor and legislators. Quite frankly, this assumption 
Is probably valid more often than not. However, In developing the pro- 
gram level of the structure — the level wherein the external effects 
that programs have upon problem areas, target groups or a desired state 
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of affairs can be measured— sho'jlcS one develop agency scraccures accprd- 
ing CO objectives or organizaiicn responsibilicies, according co geo- 
graphical considerations, or according co different clienteles? At 
precisely this point, the dual process of budget preparation imposed 
the burden of designing -3 system to meet informational desires that are 
probably quite different in nature. While members of the Legislature 
might be concerned with Che level of program expenditures in an area of 
six counties, the Governor might be more concerned with the level of 
program expenditures with regard to that same program in tarins of the 
distinct clientele served. 

Working within this general environment, examiners expressed 
the general opinion that zero-base budgeting did not structure informa- 
tion in such a manner that was conducive to utilization by decision- 
makers — the Gov .i., r, the Lieutenant Governor, the Speaker of the House 
of Representatives, and the members of the Legislative Budget Board and 
remaining members of the Legislature. This is not to say that zero- 
base budgeting' f ailed because it "dicl nVr supplant the "politics" " that 
are so much a part of the decision-mp.king process, but that it did not 
translate the information generated in such a manner that it was most 
relevant to those involved in decision-making at that level of the 
decision structure. 

Examiners and agency personnel recognize the necessity of guber- 
natorial and legislative support in the implementation of a new 
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budgeting system, and it is generally agreed that such support was 
available from the beginning of the process to culmination with the 
passage of the general appropriations bill for the 1976-1977 biennium. 
Indeed, it was Governor Briscoe and Lieutenant Governor Hobby who ini- 
tiated the thrust for zero-base budgeting implementation in Texas and 
not theii" ratification of a proposal that originated with the staffs, 
of the two budget offices. However, the type of information desired 
by these two decision-makers was never fully communicated to the staff 
beyond the point that ''all governmental services should be justified, 
rather than oaiy th<sif«sr Increases above the current spending level." 

Although Governor Hobby participated in the implementation of 
the system by chairing the steering committee, his chief representa- 
tives seemed to be the consultants who had aided in the installation 
of such a system in Georgia. During this time, savings ser»' c.n->ti>iu- 
ally alluded to as a primary benefit of the zero-base procer,3. Sav ,58 
can only occur, however, if decision-makers make savings decisior.o. 
Governor Briscoe, Speaker Daniel and the Legislative Budget Board fi- 
nally agreed that the consultants contract should be terminated. Thif? 
came at a time when the basic decisions had been reached wirh regarji to 
the Joint budget instructions that would be Issued for utillzaiio;; 1 
preparing budget requests for the 1976-1977 biennium. To the extent 
Chat the consultants dasires were reflected in those instructior:;s^ ae 
can generally assume that Governor Hobby's wishes were accorded. 
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AXcernacive mechods, alcernacive levelo, objeccives, performance 
measures, end escablishmenc of priorities were all components of the 
new system. What was not evident, however > was how decision-makers 
wished to see such information displayed. For some xeason, this never 
became clear during the et;tire process. 

Examiners struggling to filter through the 8ubi!tr-«;ct:ial amount 
of additional information that was generated through the ?;ero~baHe 
process, found that their problems were compounded when they were con- 
fronted with the responsibility of structuring the information in such 
a manner ao that it would be relevant to decision-makers. Without any 
definite indication of the desires of the Governor or members of the 
Legislature, they vure lefL with the most difficult ta^k oH either an- 
ticipating informational n'^eds and proceeding accordingly or presenting 
information in the fi.me. manner that was most meaningful to them (exam- 
iners). Structuring; Information by program area often requires the 
accumulation of such data from several different agencies. To the 
author's kriowledge", such queiit^bhs were infrequently asked, if 'they 
were evar asked at all. With regard to the ranking of programs and 
program levels against one another as they relate to the objectives 
and needs of the ai»,ency, this information was ra* . /.isplaye'l. Sum- 
marizing, examiners felt a real sense of frustration with regard to 
the structuring of information according to the "desires" of decision- 
makers. Whether this be an Indicator of lack of leadership or lack of 
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professionalism on che part of the budget staffs is a matter that can I 
debated to any end. In this paper, the author -niereiy recognizes that : 
was a major problem. ' 

Thus, it is no surprise that examiners either disagreed or dis- 
agreed strongly with each of the following stateme'its : 

1. Legislators found agency priority ranking information to b( 
extremely useful and depended on it heavily ±^ cheir 
decision-making processes. 

2. Legislators have a clear understanding of the zero-base 
budgeting system in Texas and the data that ig generated 
thereby. 

3. Committees tended to analyze agency requests from base zeri 
in determining funding recommendations for the 1976-1977 
biennium. 

A. The information displayed on the priority tables was uti- 
lized more by legislators in their decision-making process 
" than by analysts and thoae comprising intertiaT boards' of 
review. 

5, Legislators respond favorably to the information generated 

by the zero-base budgeting system. 
Recognition of this problem should not serve as an excuse to 
place blame or respcasibility on others for any defects in che system, 
but should serve as a reminder that improvements must be made to 
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accommodace che informational desiriss of chose who serve at the summic 
of the decision-making ocruccure. Wich its emphasis on needs, objec- 
tives, performance, and evaluation, the zero-base concept is a system 
doomed to failure if it does not provide the type of information 
decision-makers desire to determine the funding priorities of the State. 

Desirability and Feasibility Evaluation 

Examiners and agency managers agreed that the zero-base system 
provides better information than was previously available. This is 
due primarily co the structure of the zero-base system which explicitly 
requires the presentation of information that was previously provided ' 
on a basically "requested" basis. Agency personnel and examiners wtre 
asked to rank elements of che zero-base system with regard to both 
desirability and feasibility.* The results of these ratings of sixteen 
elements of the zero-base jystem are reflected on page 102. Chart 3 
reflects the attitudes of examiners and agency personnel- Characteris- 
tically, e X am i n e r s and a ge 115 y p o r s o n n e 1 f e 1 1 c ^ is ted 
fell within the range of "top priority" or "desirable." While some 
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felt that some elements could be deferred, the general consensus of 
those responding was that improvements were necessary for all elements 
listed. Such is the nature of the zero-base concept and the initial 
efforts of Implementation. 

Additionally, reflecting the general opinion previously dis- 
cussed, most felt that few improvements would be easy to obtain but 
none fell within the "difficult" or "very difficult" category when 
averaged by those responding. Most were felt to be of a "not so easy" 
nature, but then again there are very few problems associated with 
budgeting systcns that fall within the "easy" category. One should be 
careful and not attach too much significance to the differentiations 
in rankings that occur between those of agency personnel and examiners. 
The important point to be noted is that both felt improvements in all 
areas were either "top prioilty" or "desirable" and that all such im- 
provements would probably be "not so easy" to achieve. 

T he Program Structure . _ - . — 

A logical place to begin is with the discussion of program 
structures. As noted earlier, the zero-base system foni.alized previous 
efforts with regard to the identif i.*:ntion of programmatic classifica- 
tions of information. Program structure teams, ccniiisting of examiners 
from the two state budget offices, the program evaluation unit and con- 
sultants worked closely with r"5tenc.Y personnel, A prograTj structure 
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review committee, composed of senior examiners and consultants, was 

formed to analyze the various effortB of the program structure teams 

and agency pcrsonncJ . The program structure review committee developed 

a prescribed set of procedures to aid In the systematic identification 

2 

of agency program structures. This procedure explained the purpose 
,of the Texas program structure; the link between the program structure 
and zero-base budgeting; and, various procedures that could be utilized 
In developing agency programs and activities. The design process cun- 
tained four basic phases: 

1. Familiarization — Program structure team members became 
thoroughly famiiiaiTVi'tli'' eacKas'signed agency. This Included a review 
of the organizational structure, annual reports, constitutional and 
statutory provisions, past budget requests, and appropriation formats. 

2. Tnltial Exploration — Program structure teams contacted 
agency pers( nnel and initiated agency discussion and thought by posing 
several rather basic questions. What are the agency'??. ob;^,octivtiS? 
What is the agency's organizational or responsibility structure? How 
is the agency's budget presently constructed? What are the functions 
in. which .the..agency .engages? What are the constraints, e.g., cost 
accounting systems, on the design k^f a program structure? 

3. Detailed Design- — Two approaches were undertaken at this 
stage to follow-up on the questions posed during the initial explora- 
tion phase. The "top^-dovn" approach focused on the deternvlnation of 
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agency objectives, ami che eBCabllshraenc of programs by grouping agency 
activities according co these objectives. The* "bottom-up" approach 
focused on the determination of existing agency functions (activities), 
and the establishment of programs by grouping related activities to- 
gether according to purpose. These two approaches were undertaken 
separately and then interactively until the program structure was de- 
veloped. Further, along with the definitions of programs and activi- 
ties, Che basic characteristics that could be associated with the proper 
determinacion of each were provided to aid managers in the development 
of the structure. Thus, needs , objectives , work load measures, perform- 
ance measures, and cost accounting data were carefully considered in 
the development of program structures. 

5* Review — The program structure review committee analyzed che 
structures at the various stages of development and offered suggestions 
for improvement or pointed out areas that required further analysis. 
This committee functioned as a "quality control" mechanism and ulti- 
mately approved all agency program structures. 

This systematic process resulted in the development of program 
structures that generally depicted agency operations in a programmatic 
fashion satisfactory to both examiners and agency personnel. More im- 
portant, however, is th** fact that such structures were gener.Tlly well- 
received by che Governor and members of the Legislature. Indicative 

of this is the fact that the appropriations format for the 1976*1977 
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biennium is of e general program nature. The previous line-item. 
Object of expense appropriation pattern has been largely abandoned. 

Examiners agree that the theory of the program structure— the 
interrelationship of a combination of activities producing work loads 
With the aggregate effect of the activities impacting the achievement 
of program objectives— is valid and further refinements are needed to 
further this end. However, time constraints, and other factors that 
Were experienced during initial program structure design hindered the 
achievement of this objective on a statewide basis. For example, one- 
half of the exomlners interviewed expressed the opinion that existing 
organiztiCional structures were a major deterrent in the development of 
agency program structures Agency personnel, conversely, by a two-to- 
one margin expressed the opinion that agency organizational structures 
were not a major deterrent in the development of program structures. 
Realistically, there is probably a tendency to adjust program cate- 
gories to fit within existing organizational structures. This tends 
to occur because agencies do not feel that progra-a budgeting will force 
them to lose their identity if the program structure is adjusted to fit 
within organizational lines. In an environment very much cognizant of 
time constraints, the result was typically a compromise between recog- 
nition of organizational structures and a structure that focuses atten- 
tion on outcomes and results, rather than on processes and inputs. 
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ProRram Needs A ss essment 

Predictably, examiners were most concerned with the need to 
improve performance, work load and need measures that are so important 
in the determination of the effectiveness and efficiency of governmen- 
tal services. With regard to need indicators, examiners were most 
gratified with the success of initial efforts' to institute this require- 
ment into the budgetary process. This information had not been for- 
mally required as an element in the prcvioutt budget submissions. As 
could be anticipated, however, the need indicators identified must be 
significantly improved in future budget submissions. For example, 
legislation was frequently cited as expressing the need for a particu- 
lar program. This is indeed appropriate, as instructions to the agen- . 
cles Indicated this was one of the proper means of needs determination. 
However, legislation is not the only manner in which the needs for a 
particular program can be expressed. In identifying the magnitude of 
the target population, the severity of the problem, and the time frame 
In irfH^^^ provided to alleviate the problem,— 

need indicators seemed to fall short of the examiners desires. In 
other words, once the enabling legislation detailing the need has been 
identified, it then becomes necessary to identify quantitatively the 
following elements as they relate to a particular program. 

1. the target population, 

2. the quantity of need, 
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3. the quality of need, 

4. the urgency of need, and, 

5. the unsatisfied demand. 

This Is not an easy task, but a necessary prerequisite in the evaluation 
of the effectiveness of governmental services provided. 

Performance and Work Load Measures 

Examiners and program and activity managers agreed that output 
measures had been utilized to some df».P>ree in the preparation *and" evalu- 
ation of budget requests in the past. However, the formal commitment 
>'-» Che identification of work load and performance measures and the 
aii5v HftHOCiated with Lhese measures again distinguishes the zero-base 
.:><,\>x> from the previous system. Indeed, agency personnel expressed' 
T.W general opinion that zero-base budgeting emphasized quantitative ■ 
m^awwreaicnc to the exclusion of non-quantitative data that are often 
useful in justifying program and activity funding requests. Examiners, 
on the other hand, felt that improvements were necessary In the identl- 
flcetion^of work load and performance measures and the accompanying 
data relevant to these types of measures. How does one determine whether 
basic program conditions have changed and whether that change was the 
result of the program in question? Concluding that the performance of 
a program resulted in a change in basic conditions requires that one 
show that the program's products or outputs are linked to these changes 
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in condiciotis. Examinern and agency personnel are boch correct in that 
qualitative and quantitative information are both useful in such 
determinations. 

Successes that were realized under the initial zero-base process 
with regard co quantitative measurement of program performance should 
serve as stimuli for further iraprovemencs in this area. Examiners are 
more cognizant of the utility of this type of information during the 
decision-making process. Additionally, agency program and activity 
managers are nov thoroughly familiar with the concept of quantitative 
measurement and the benefits that can be derived from It. Indeed, 
there is a quite apparent recognition on the part of these personnel 
for the need to Inprove both output measures and data availability'. 
This is evidenced by the "top priority" designation that agency person- 
nel gave to "improving work load and performance measures" in the de- 
sirability rankings. Further, an understanding of the interrelation- 
ships of the zero-base system is evidenced by the "top priority" 
designation of "improving goals and objectives" that also occurs in 
the agency desirability rankings. Understandably, examiners also gave 
a "top priority" designation to these two components of the system in 
their desirability rankings. The point to be emphasized is that fur- 
ther improvements are more easily made in an environment where both 
"provider" — agency managers — and "reviewer" — examiners — recognize the ; 
importance of improving the product. In the author's opinion, examiners- 
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can be particularly optimistic due to the agency responses in this 
area. 

The Program Appropriation Pattern 

Appropriations for most agencies for the 1976-1977 biennium 
were of a programmatic nature, which is the same basis upon which ap- 
propriations were requested. A noteworthy example of the differences 
of such a format when compared with appropriations for the previous bi- 
ennium is exemplified by the Department of Health.* Figure 5 reflects 
the appropriation pattern for the 197A-1975 biennium and Figure 6 re- 
flects the appropriation pattern for the 1976-1977 biennium. Item 
number 23 in Figure 5 and item number 3 in Figure 6 represent appropri- 
ations for basically the same governmental services. 

Examiners particularly recognize the significance of appropri- 
ations on a program format basis. Not only is it highly desirable in 
their opinion, but since it has been initially accomplished it is also 
rather feasible. Theoretically, the primary advantage associated with 
a program appropriation format is that it serves as the basis Tor eval- 
uating programs as a follow-up to appropriations. This is the primary 

*It is desired, at this point, to emphasize that the Department 
of Health has always internally budgeted its appropriated funds in a 
programmatic manner and that examiners from the two budget offices have 
always based their recommendations along the same programmatic lines 
as explicitly stated in item 3 of the 1976-1977 appropriation pattern. 
Such is not always the case in Texas state government. 
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For thy Years Ending 

August 31. im Autmst 51. i^?*;. 

1. Commissioner of Health ^ 32.500 t 33.500 

2. Deputy Coin«ls= loner .yJ'^l 
-22. Exempt positions listed 1,150,000 I.I9I.OOO 

23. All other expenses for operations and maintenance 
including per dletr. of Board Members and members 
of the Tuberculosis Advisory Committee and the 
Credentials Committee, personal services, Includ- 
ing; salaries of exempt and classified positions, 
professional fees, hourly workers, consumable sup- 
plies and materials, current and recurring operat- 
ing expenses f grants to others, departmental trans- 
ri»r«j eanirril outlay, and all other activities for 

which no ot-ner provisions are trade, estimated »^9,227.229 51.133.039 

ZU-. there Is hereby appropriated out of the General 
Revenue Fund to the Texas State Department of 
Health, Division of Maternal and Child Health, the 

following amounts for maintenance of hearing aids cA-fitn 
and such necessary accessories as may be required ab.b^O oo»d5U 

25. For the establishment of the Kidney Health Care 

Dlvl-lon In the Texas Department of Health to pro- 
vide care and treatment of persons suffering from 
chronic kidney diseases, including salaries and 
wages, travel expense, rent, capital outlayt pro- 
fessional and contract services and all other 
necessary activities for which no other provisions 



26 



tv.. Ungev Ity Increases 

27. Training Pund--There Is hereby appropriated out of 
the General Revenue PurvJ^.to^ie Texas State Depart- 
ment of Health, Division of Tv*i«rculosls Control, 
the following amount for training programs for em- 
ployees In the Central Control Division or by grants 
to the Chest Hospitals. Such training programs 
shall be designed to Improve the tuberculosis con- 
trol progi-am. Including salaries, training stipends, 
tuition or similar fees, travel, and other necessary 
expenses 

28. Reserve ?und--There is hereby appropriated out of 
the General Revenue Fund to the Hoard ol' Health for 
allocation by said Board to cxlstlnR institutions 
under its .turlsdlctlon for emergency purposes and 
for equipment, repairs, replacements and/or new 
construction 



2, 505, GOT 3,12»*,OO0 



50,000 50,000 



GRAND TOTAL, DEPARTMENT OP HEALTH p 
OPHRATINC BUDOST. ESTIMATED ^'^^.iSB.O^^ .7OI . It^g, 



Figure 5. Department of Health arproprlation pattern for the 197^-1975 Blennlun 
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For thf Years Ending 
Au>;u5t 31. 10Y6 AuKugt 31. IQ?^ 



1. Director of Health Resources 
Z. Deputy Director oT Health Resources 
3. All other expenses I'or operations and maintenance 
Including per diem of Board Konbers and members of 
the Tuberculosis Advisory Commit ti?e and the Creden- 
tials Committee, p*'rsonal service.*;, Including sala- 
ries or exempt and cl ass 1 flea position.*;, profesolonal 
fees, hourly workers, consumable suppllec and mate- 
rials, current and recurring operating expenses, 
grants to others, departmentnl transfers, capital out 
lay, and all other activities for which no other pro- 
visions are made, each estimated: 
A* Administrative Services: 

(1) Departmental Administration 

(2) Por Administration of Senate Bill Ho. Ul, 
Acts of fche Sixty-fourth Legislature, 
Regular Session, 1971- 

(3) Bureau of Fiscal and Manat;ement Services 
(^) Utilities (non-transferable) 
(5) Bureau oT Supporting liervices 

b. Health Maintenance; 

U) I-ublic Health Regions 

(2) Durc;*u of Personal He;ilth Services: 

(a) Buruau Adnlnistratlon 

(b) Maternal and Child Health Division 

(c) Crippled Children 

(d) Family Planning 

(e) Speech and Hearing 

(f) Family Health Services 

(g) Women, Infants and Children 

(h) Chronic Disease Mvlsion 
(l) Cancer and Heart 
(J) Kidney Health Care 
(k) Chronic Diseas<e Screening 

Subtotal, Personal Hialth 

(3) Bureau of Dental Health 
(U) Bureau of T.aboratorles 
(5) Bureau of Community Health Services 

c. Preventable Diseases; 

(1) Bureau of Conr.unicable Disease Control 

(2) Bureau of Tuberculosln Services 

d. Special Health Services: 

(1) Bureau of Licensing 5nd Certification 

(2) Bureau of State Health Planning and 

Resource DevelopmenL 

(3) Bureau of Veterinary Tublic Health 
(■A) Bureau of Vital Statistics 
(5) Health Maintenance Organization 

c. Environmental and Consumer Health Protection: 

(1) Bureau of Consumer Health Protection 

(2) Bureau of rrnvironmentul Health 

Subtotal, All Other Expenses, Estimated 



^0,50 J 
UC.OOO 



-735.^1*7 



UL',300 
Ul,800 



77^.955 



131,600 


125.700 


' 3,30?,3U7 


3.521.573 


195.690 


195;, 690 


1.598.307 


1.69^.i;'H 


3.350,S37 


1*. 1*^8, 298 


6U,8o; 


66.299 


3^+.l8o 


36;.l8o 


I0,2l3.6li 


10.7^7.002 


l.^53.3UJ 


1.531^.727 


265. 8IJ 


272.067 


680,731; 


718.841 


U,58lv22^y 


'^587.175 


33,680 


35»68o 


562,62'.i 


620., 752 


i+,'*S5.502 


^.282.U02 


UU6.68n 


U82.203 


$22,822.21-. 


*2U. 38^.328 


2. 000, 00-) 


U.B. 


1.952.091 


2.126,800 


6,369.567 


6.897,6UU 


U,U05,87'i 


U,68o,lU2 


6,591 .85^ 


7,100,926 


';,06U,U3i 


u, 31*3, 801 


1,083,66> 


l,13»i.U27 


6,078,607 


6.659,282 


1.195.00.'. 


1.289,623 


65,U8s 


92.100 


1.635.019 


1.706,Ul6 


2.U73.373 


2.613.836 


$70,131,911'. 


173.8U6.0B8 


for the 1976-1977 Biennium 
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PljL-rxjr'p 6. -- continued 



For th<- Yeyrs Ending 
Autrxi^t 31. 197b Anpiiat 31. 1977 



U. Training Fund — There Is hereby appropriated out 
of the General Revenue Fund to the Texas De- 
partment of Health Hesources, Bureau of Tubercu- 
losis Services, the following amount for training 
programs for employees in the Bureau oi' Tubercu- 
losis Services Including the Chest Hospitals. Such 
training programs shall be dt'sirnHd to Inprove pre- 
vention, management and control ©richest diseases 
ds authorized in Senate Bill »o. 130, of the Plfty- 
ninth Legislature, Regular Session, House Bill No. 
799, and House Bill No, 211 of the Sixty-second 
Legislature. Funds for the Improvement of these 
programs may be expended for salaries, training 
stipends, tuitions, seminar fees, travel, and 

other necessary expenses 50.000 50,000 

5. Reserve Pimd—Thero is hereby appropriated out of 
the General Revenue Fund to the Board of Health 
Resources Tor allocation by said Board to exist- 
ing Institutions under Its Jurisdiction I'or 
emergency purposes and for equipment , repairs, 

replactjments and/dr new construction ' ^0^0 52^000 

ORAtro TOTAL,' DKFARTMEIJT OF HEALTH . 

OPERATING HTOOET, ESTIMATED $ 70,2?1.91 > $ 7? > 9^6 . 088 
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responsibilicy of Che Pro{^ram Evaluation Division of che Legislative 
Budget Board in accordance with the provisions of the enabling legiH- 
lation which established the Division. If funds are appropriated along 
Che same lines as requested and performance levels are established ac- 
cordingly, then program evaluation can address such basic questions 
as: r 

1. How efficient are programs? 

2. How effective are programs? 

3. How productive are programs? 

The Program Evaluation Division can review programs for which 

funds are appropriated and try to answer the above questions in a retro- 

spective manner. This type of evaluation is further aided by a rider 

provision in Senate Bill 32, Acts of the Sixty-fourth Legislature, 

Regular Session (the general appropriations bill for the 1976-1977 bi- 

ennium) which states: 

Each agency shall file an annual report under guidelines developed 
by the Legislative Budget Bo^.rd and Governor's Budget Office show- 
ing per forir.ance and workload tneasures for each line-item program 
or activity for the fiscal year. The report shall also contain a 
comparison to estimated performance and workload measures, forecast 
in the budget request, and explanations for any major variance by 
measure.^ 

Performance reports of the Program Evaluation Division of the Legisla- 
tive Budget Board should be a major step in "closing the loop" of the 
complete fiscal management process. Such reports should relate actual 
accomplishments to previously expressed intentions and provide 
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informacion for evaluation of past performance, information for planning 
future programs and information for the improvement of current program 
decisions* 

While discussing this issue, one should acknowledge what ap- 
pears to be agency objections to appropriations on a program format 
basis. It is priority number thirteen on the agency desirability rank- 
ings. The most plausible explanation for this is probably expressed 
by two budget officers from different agencies with regard to the fol- 
lowing rider provision contained in Senate Bill 52, Acts of the Sixty- 
fourth Legislature, Regular Session (the general appropriations bill 
for the 1976-1977 biennium): 

None of the money appropriated by this Act may be transferred from 
one agency or department to another agency or department, or from 
one appropriations item or program to another appropriation item 
or program, unless such transfer is specifically authorized by this 
Act.^ 

Referring to the appropriation pattern for the Department of Health for 
the 1976-1977 biennium (Figure 6 on page 111), this means that. funds 
cannot be transferred between any of the items of appropriation shown 
in the appropriation pattern. .Coupled with the Governor's inability to 
execute the budget, this effectively means that appropriaLions must be 
expended in the manner appropriated and thus does not recognize condi- 
tions that might change during the biennium. Agency responses to this 
manner of appropriating funds with this type of restriction are as 
follows: 
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The most significant duvuloptncnt of zero-base budgeting was the 
appropriation pattern that resulted. In effect, the Legislature 
removed the fiscal administrative responulbllltles from the agency 
administrator. The appropriation bill j-s a law and dictates fiscal 
policies for state agencies. The current bill not only appropri- 
ates funds but budgets the funds operationally by programs within 
an agency. Appropriations arc monies set aside by n formal action 
for a specific use and the result of a legislative process to pro- 
vide for expenditures several years in advance. Budgets are plans 
to provide Lor the use of these monies in detail and. need to be 
flexible to provide for expenditures as current needs arise; there- 
fore, budgets should be administrative tools for professional agency 
administrators to manage. Appropriations should be the result of 
legislation and budgets should be the res,ult of administration.^ 

Programs should have available to them at the beginning of each 
fiscal year, those funds appropriated to accomplish the stated 
'goals and objectives. Salary and budget savings, however, should 
revert to the Department for possible reallocation on a departmental 
priority basis. Salary and budget savings which are retained by 
a program, if expended, must be expended on a basis inconsistent 
with appropriation purposes; e.g., the general revenue funds were 
appropriated based upon categorical need^ expressed by the program 
director in the zero-base budget request. Assuming these financial 
needs were funded, the subsequent expenditure of salary savings 
will either Increase the approved categorical spending level or 
expand the expenditure categories. If these savings reverted to 
the Department, emergency needs, which are impossible to forecast 
in a biennial budget, could be satisfied. The appropriation trans- 
fer limitation as impo^sed by Article V, Section 63, of the appropri- 
ation bill passod by the Sixty-fourth Legislature, is in conflict 
with a true zero-base budgeting concept and violates all good man- 
agement practices.^ 

Similar complaints were also being voiced by other agency personnel as 

the Comptroller of Public Accounts proceeded to set up appropriation 

accounts on a programmatic basis for the 1976-1977 biennlum. 
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Alternative Method h of 
Accom plishing ObjectivcH 

When one considers the responses regarding the development of 
better program alternatives, a very baBtc and key concept with regard 
to the justification of governmental functions from base zero, the dif- 
ferences between the theory of the concept and the results of actual. 
Implementation are illustrative of the actual problems Involved in im- 
plementing zero-base budgeting in state government. While both groups 
gave this component a desirable rating, actual comments reflected a 
certain dismay with improving this type of analysis. This is confirmed 
by Che rather low feasibility ratings shown for "developing better 
program alrernatives . " 

All nine examiners interviewed expressed the general opinion 
that the section dealing with the analysis of alternative methods of 
accomplishing program or activity objectives did not prove useful to 
them in determining funding recommendations. Rather than identifying 
reasonable alternatives to the present method' of providing services, 
examiners expressed the nearly unanimous opinion that such analysis was 
usually construed in such a manner so as to justify the present method 
of operation. . A survey of the budget requests oY the Department of 
Health, Department of Corrections, and Department of Public Safety re- 
veals that Che number of programs and activities where an alternative 
method of accomplishing Che objeccive was utilized as che basis for 
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the decision package requcHt rather than the current method of operation 



the. opinion that the identification of alternative methods of accomplish- 
ing objectives did provide the opportunity to better pnalyze current 
methods of operation of programs and activities. However, in the case 
of these three agencies, the simple fact Is that this opportunity did 
not lead to the identification of better service delivery methods but 
to a justification of the current method of • operation. This realiza- 
tion is not in conflict with the theoretical aspects- of the zero-base, 
syster One should not necessarily assume that there must be better 
methods for providing governmental services. However, the system should 
provide the opportunity to Identify better methods and use such methods 
as the basis for formulating requests if they would, in fact, result 
in a more efficient or effective mode of ser>^ice delivery. However, 
if there are better methods and the system prevents their identif icar 
tion, then the system must be altered to accommodate that end. Exam- 
iners tended to agree with the "following response of an agency program 
manager. 

The alternative methods of accomplishing objectives facet of zero- 
base budgeting ranks with the minimum level as the most abused 
procedure. Host directors teek alternatives for accomplishing 
program goals which are unrealistic, and those which usually serve 
as an example of how well the current operations satisfied known 
needs. Contracting for services seemed to be the most popular 
alternative. Through extremely costly contractual arrangements. 



was zero. 



A majority of agency program and activity managers expressed 
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the desired results can be achieved, but always at a higher cost 
effectiveness. This will usually solidify the existing operation 
as one equal in results to the contractual alternatlvei but much 
less costly. Develop alternatives which show the current node as 
the most favorable can describe the theme of this zero-*basG 
budgeting function.^ 

These are subjective judgments, of course, and the verification 

of their validity or invalidity is virt^ually impossible. Regardless of 

such an outcome, however, alternatives can be suggested to the current 

instructions that might be more conducive to the type of analysis that 

is desired in the consideration of alternatives. 

Alternative Levels of Funding 

If the alternative methods section of the zero-base format re- 
sulted in the identification of few better means of accomplishing ob- 
jectives, it can be safely stated that this seztion still did not cause 
as much consternation and frustration as did the identification of dif- 
ferent funding levels with relevance to achievement of objectives. 
Particularly noteworthy in this regard is the chief characteristic of 
the system from which the term zero-base was derived, the minimum level. 
Agency program and activity managers wei'e initially skeptical of this 
•concept. A survey questionnaire indicated that the personnel of the 
three agencies participating were almost equally divided on the follow- 
ing statements: 

Identification of a minimum level of funding was useful in analyz- 
ing the funding requests for activities and programs.^ 
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KundliiK aimiysit* ot programii «ml activttlea was uBuoUy conducted 
from a baae zero level. ^ 

Some UHency personnel added their own comments on this subject and the 
following were typical rather than the exception: 

Stating a program's minimum level of operation is an Ineffective 
budgeting tool. Wliy? Because most dlructoro tend to develop a 
minimum luvel which Is obviously unacceptable so that, at least, 
thu current or second level of operation can bo maintained. Obvi- 
ously, this attitude is precipitated through the director's fear 
that his program may be reduced. 

Our first problem was with the level of funding luss than the previ- 
ous budget. With the inflation we experienced the last two years, 
there was no way we could honestly prepare a budget with our re- • 
qulrementa . 

Instructions to base your budget upon a level less than your present 
dollars appropriated results in arbitrary reductions in program 
performance to conform to budget instructions. This Is particu- 
larly true In present conditions of inflationary prices. To con- 
tinue appropriations at the curront dollar amount would automat- 
ically reduce your current performance l,evel. Without uniform 
guidance from budget authorities on inflationary increases, each 
state agency must make assumptions causing wide discrepancies in 
budget submissions. After submitting our request at a level below 
our current performance level, we were never asked one question by 
a budget staff member or a member of - the Legislature; so it appears 
to be an exercise of futility, costing the State much time and ex- 
pense that could be utilized to increase the current performance 
level. i2 

Examiners expressed the general opinion that the identification 
of minimum and alternate levels of funding was beneficial and enhanced 
analysts. However, the general consensus was that the minimum level 
was generally stated in a manner that terJed to justify at least the 
current level of funding. 
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The Joint budget Instructions were flexible with regard to the 
Identification of different levels of funding. While Instructions were 
quite specific on the requirements of a minimum level, agency program 
and activity managers were allowed to identify subsequent levels of 
funding at their own discretion, although advised that planning guide- 
lines should be followed to provide consistency among the levels of 
funding identified for each program. After the minimum level was 
established, managers identified the Incremental costs and benefits 
that were projected to result with each Increase in funding requested. 
No limit was prescribed on the number of levels that could be identi- 
fied, their composition, or the amount of funds that could be requested. 
Some agency and program managers specified that one of the levels of 
funding identified must correlate to the current level of funding, 
either dollar-wise or performance-wise, but this was not a formal re- 
quirement imposed by the system. 

The initial experience with an unstructured and flexible level 
of funding identification reveals that examiners found ic necessary to 
recommend either increases or decreases around the basic level of fund- 
ing where their program and/or activity analysis was centered. In 
other words. If the examiner desired to recommend approximately the 
second level of program and/or activity funding, he still found it 
necessary to recommend either increases or decreases in that level of 
funding Identified by the program and/or activity managers. A survey 
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of Che three agencies reveals that examiners' recomzac^ndaClons tended 
to correspond to precisely programmatic levels requested when those 
levels represented precisely the current level of funding. Otherwise, 
examiners generally felt compelled to alter In some way the levels re- 
quested In formulating their recommendations. As could be expected, 
program managers i:ake exception to this practice as evidenced by these 
comments: 

The staff of both the Legislative and Executive branches did not 
observe the program budgeting concept. In most of the activity 
recommendations, deviations were made from the requested levels. 
Although this Is a valid procedure for an examiner tn exercise. 
It Invalidates the quantitative measures to be accomplished at a 
funding level. There Is seldom a direct correlation between the 
dollars Increased or decreased from a level and the resulting 
quantitative measures or accomplishment. When program levels are 
violated, there must be some loss of program accountability as 
, related to the state budget request document. 

To request a budget based on levels of performance Is good provided 

the agency administrator has the discretion to rank his levels of 

performance by program. However, If his ranking goes unheeded 

once again this becomes an exercise In futility. To Illustrate, 

many hours and days were spent budgeting for different levels for 

programs and activities. Basically, the appropriation for the 

1976-1977 blennlum was to continue to finance our current levels 

of operations. What programs were Increased, were not Increased 

at the levels requested but by some arbitrary Increase not even . . 

1*1 

consistent with the agency administrators ranking of the programs. 

Admittedly, the alteration of requested funding levels does 

present some problems with regard to program evaluation as a follow-up 

to appropriations. The question Immediately arises to agency personnel, 

what level of performance can be projected to occur at the altered level 

of funding? The relationships that have been established between agency 
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management and budget exarainers will determine to a large degree the 
success of solutions to such problems. The role that politics will " 

continue to play In the budgetary process makes such problems 

\ 

Inevitable. *^"* 

In evaluating the alternative levels of funding element, ex- 
aminers and program and activity managers were almost unanimous In 
voicing their approval of the following two statements: 

The current level of funding (dollar-wise) should be Identified as 
one of the levels formulated In activity and program requests. 

The current level of funding (performance-wise) should be Identi- 
fied as one of the levels formulated In activity and program 
requests. 

Both of these statements are In direct conflict with the theory 
of zero-base budgeting, which holds that governmental expenditures 
should be justified from base zero rather than only Increases above the 
current level of funding. Levels Identified Subsequent to the minimum 
level were justified on the basis of the Incremental costs and bene- 
fits that were projected at each particular level. Under such a con- 
cept, there Is nothing sacred about the current level of funding and It 
need not be Identified under the current system. This discretion Is 
left with agency and program managers. 

Examiners and agency personnel, after experience with such a 

concept, now agree overwhelmingly that the current level of funding, 

both dollar-wise and performance-wise. Is Important In analyzing 
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governmenLal projjranf? and should be identified In thu program and 
activity funding requests. 'Whatever can be said with rt-gard to tlic 
tduntii Lcat Lon of a current funding level being in conflict with thtr 
prlnelplot; of ;2uro-bi»se budgeting, tlje simple fact remains that the 
current levul of funding is Important. It is important to know what 
current dollars will produce in- the future and wliat it vill cost to 
produce the i-urrent output in the future. 

The I'r iorlty Ranking Procoi^s 

With regard to tlie priority ranking process, improveniunts in 
LhbJ iirea also seum to be needed. It has been shown tlict if agency 
programs nre propt-rly defined, then the need for Activity Priority 
Tables is obviated. Realist leal ly» however » one must recognize chat 
progr.irjs will not always be defined properly and» on occasion, therv 
are special governmental futJCtions that do not have a direct impact 
with rt?gard to achievement of the program objective. In tliese in- 
stances» the Activity Priority Table indicates thu pricx^-ivs of dif- 
ferent services lit tlielr different funding levels. 

Examiners generally feel that Program Priority laeles are more 
u.-^eful than Activity Pr lori ty Tables In determining tlie basis for fund- 
ing recommendations. When programs are properly defined* one would 
expect this to be tiie case. On the other hand» examlnets feel very 
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stroni^ly that mof?L of thulr iinalyais Is conrL-ntrnied nc Lhe activity 
U-vcl. Whac is the explanation for tliis secMnln}; luntrai: ict iuti? 

First o!' all., analysis l)ein>; predominant at tiie activity Un'cl 
Indicates that prnftratii btmcturos were frequently U'ss i han wliat war. 
lies! red and tliat i.-j-iaminers took exception to the manner in whleh al- 
ternative* levels of funding were xdLMittfied. Thia was iilluded to 
earlier. Indfed, on tliis- last point, examiners felt vojy stroiii;ly that 
It was lu'cessary to recorcneud ettiier reductl<Jiis or incriascs in the 
funding ievL'is identified by projjram and by activity. lor example, 
while iMjf aetivity ni?.ht bejudijed to liave a reasonable Jiecond level of 
funding, the other activities of tliau proi^ran raigijt contain funds In 
their Second levels th.it examiners would determine to bt oy.cessive with 
regard to achievement of the program objective at tlie Sf cond levLri of 
proKfiim funding;. Tlujs, examiners felt compelled to analyv.e generally 
each activity. By doing this, ex.itnlners were expressing a genera] lack 
of confidence in planning at tlie program level. It is hoped the ini- 
tial experience with determination of funding levels will result in a 
better justification of eaeh activicy funding level with regard to its 
L-elationship to eacli particular level of program funding: requested. 
Obviously* examiners are quite desirous of improvements n this area. 

Secondly, as stated earlier, priority tables do lot provide 
any Information regarding Lhe impact of governmental ser/Lce.s on tar'^et 
groups or problem areas. Trogram Priority Tables do pro 'ide information 
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ou the relative rank of programs ;ind levels of programs with relation- 
ship to the needs and objectives of the agency. Activliy Priority 
Tables, theoretically, only provide information with rej;ard to the de- 
termination of program funding levels, Ayaln, If it is necessary to 
perform all the activities comprising a program level, then Ic mattt^rs 
not whether tlie level of one activity ranks higher than the level of 
another activity wlLliin the same program level. If all tlie activities 
need not be performed to accorapllsli the program objective, then the 
program structure is Improperly defined and priority rai king of sucli 
tictivlLles i'T iiuu'tions itt useful only to the extent th£ t it compares 
Linlike and iinrelated elements, Summtir Iz ing, wiien agency programs u'tre 
properly defined, examiners tended to utlllEe Program Pi iority Tables 
In determining tlie basis for analysis of funding recommendations more 
Chan tliey utilized Activity Priority Tables for the same purpose. On 
the other hand, when agency program structures were not properly de- 
fined, examiners tended to consult Activity Priority Tables more often. 
In oitlier case, due to the manner in which levels were constructed, 
examiners tended to conduct most of their analysis at the activity 
level of the program structure, 

^ of Funding 

With regard to the methods ol* financing programs and activities, 

this leads into some interesting thoughts on the zero-base system 
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presently structured in Texus. The ::ero-base concept piescntiy 
requires that analysis be conducted on all activities and programs, re- 
gardless of the source of funding. As a matter of explanation , the 
same type of analysis is required for programs and activities whether 
tliey be funded solely from the general revenue fund, from dedicated 
funds, or from some mixture of state and federal funds. Realistically, 
it would appear that one would more carefully analyze activities and 
programs funded solely from the general revenue fund, one of the ke> 
state funds that must be carefully cons;id&red when determining if new 
taxes or revenue sources are needed to finance state governmental pro- 
grams, than one would programs funded from dedicated funds or federal 
funds. However agency per;»onnel and examiners were almost evenly di- 
vided on the question of whether or not "zero-base budgeting analysis 
.should be conducted on all programs and activities, regardless of the 
source of fundlng."^^ Related somewhat to this is the selective appli- 
cation of the zero-base concept on only major policy issues. If this 
methodology were adopted, one theory would hold that sufficient time 
Could be devoted to the major Issues where zero-base analysis is most 
needed, without requiring analysis of all services from base zero, 
which is so very time consuming. Examiners recognize that this might 
be preferable, but agency personnel deem it to be least Jei;lr.ible /ind 
least feasible of all the ::ero-base elements listed on Chart 3 on page 
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102. It l.s tills l;ittur vii?w which ts probably most reaJiscic with 
regard to the application of the zero-base system to major policy 
if.siies .jnd explicit recognition of .sources of program and activity 
funding. The dual budgeting system almost r^^quircs tliat zero-base 
analysis be performed on .ill activities and programs^ rrgardless of 
the source of funding or the rtjlative Importance of the program or 
activity. Wliat would be deemed relevant to one examiner might not cor- 
respond to the* relevancy test of another examiner. The latitudes that 
are available under a strong executive system are not available In 
Texas. Dis.igretsnents could be expected with regard to what constituted 
an issue; whether or not various sources of funding are relevant to the 
aiialy^;Ls of particular services; and» quite simply wher^ zero-base 
analysis should be performed. While some have argued that it is un- 
necessary Lo perform ;:ero-base analyi;is each year or each blennium» the 
structure of the Texas bud>;etlng process would seen to lorce the system 
in that general direction. 

The Ma nagem e nt Funct ion 

The zero-base concept emphasizes the necessity cf adequate plan- 
ning In projecting needs and providing services. A conceptual benefit 
of the .systi»m is an improved management system. Under the zero-base 
concCD^» improved management would result because the aralysis of gov- 
ernmental services is a function of t:hose responsible for providing 
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services, the program nml ;ictlvlty managers. The Texas; system strongly 
emphasizes the involvement of both program and activity manaRcrs In the 
planning and budgeting processes of an agency. If their roles were 
Implicit in the past- chen the present zero-base system at least im- 
plies that their role should preferably be explicit. The desirability 
and feasibility rankings of the three agencies surveyed indicate that 
managers have always played a substantial role in the planning and 
budgetary processes of the agency. As could be expected, managers 
deem this desirable .nnd see no probloms whatsoever with Its cont lnu;ince. 
Improved management will not necessarily result, however, simply be- 
cuase service providers are included in the planning and budgetary 
proces.i of an agency. Better Information must be provided that is use- 
ful to management, and management must utilize such Information to im- 
prove the efficiency and effectiveness of the services it provides. 
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CHAPTER Vn 



RECOMMENDATIONS 



In this chapter, the author will make recotniDend>itions on how 
the Texas zero-base budgeting system might be improved. 

Program Structure Revision 

In preparing for the development of budget submissions for the 
1V78-1979 biennium, agency program structures must again be reviewed. 
Regardless of the outcomes of. previous efforts, program structure 
development must be continuous. To ignore this fact is to view govijrn- 
mcnt as a stagnant, non-reKpims Ive entity whose responsibilities never 
change nnd whose commitments always remain the same. The process that 
was utilized in initial program design efforts is satisfactory to make 
any needed chanp,es in program structure determination. Examiners a'ld 
aj:ency personnel should once again systematically reviev* existing 
progran structures utilizing appropriation patterns as the basia for 
any needed changes. While adhering to the theory that '.ed to the 
development of present program structures, those involved in revision 
efforts must adhere to the most important principle in '.he structuring 
of information; it must be arranged so that it is relev.int to the 
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decision-maker and muBt highlight the dimensions of Che problems that 
are of most concern to him. ^ 

The theory of the Texas structure Is consistent with this 
principle. However^ there are Instances wherein theoretical aspects 
simply cannot be accommodnteil within the confines of existing environ- 
ments. Such Is the nature of government and governmental services. 
These Imperfections should be recognized and program classifications 
r>houLd be structured accordingly. The Texas program structure is 
flexible enough to satisfy these extremes and still ser-^^e as a useful 
format in present Inp, budget Information. Imperfect pro.iram structures 
will continue to be one of the major problems with regard to the Imnle- 
muntatlon of the zero-base budgeting concept in Texas. To admit as 
much is simply to be realistic » and to continue to pursue the original 
objectives envisioned for the program structvjre concept is to continue 
the commitment to the provision of a better budgeting system. 

Program Needs Assessment 

Qualitative judgments; are necessary in any expl.tnatlon of the 
need for services. However » to measure the effectiveness of services 
provided* it is preferable that needs be expressed quanr; Itatively by 
'identifying indicators that accurately depict true targ^it populations* 
problem areas* and the severity of problems. Improvements must con- 
tinue to be made In this particular area of needs detenlnatlon. A 
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systematic procedure must be es tab L Islied to iloCcrinlne tlie "whys" of 
programs and a component of that proceducc must be examples nlon^; tlie 
same lines as sho^n for the Youth Services program in fJl-.apter V. 
However, such examples shoul<l not be thought of as the vnd-product but 
as a stimulus to innovative thought on the part of all managers. Needs 
determination is the first element in the zero-base proress nnd-'ou.st 
be improved considerably if the effectiveness of governnental services 
is to be evaluated > 

P erformance .ind U'ork Load Measures 

Mow .ioes one proceed with the improvement of wo --k load and 
perforra.inre measures, and thus program analysis and evaluation? First 
of all» emphasis must continue to be placed on this typ«.* of cost 
effectiveness analysis. The desire to express qualitative judgments 
In justification of funding requests can be accommodatetl within the 
;uTO-base framework. A lessc^r commitment to quantitative measurement 
of program effectiveness woulr'. probably result in a reversal to quali- 
tative judgment s» along the lines of ti»e previous budgevLng system. 
However, since those involved ia both the preparation atid analysis of 
funding .requests recognize the need for this type of dar.a» one can he 
rat lie r optimistic regard itij; further improvements in thi:S area. 

Secondly, efforts roust be focused on the levels of the prograro 
structure to insure they are properly defined. When prttperly defined, 
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c.ich level of Che structure will havo ono or -more work i or porforTi- 
aiice miiasurcs which should s«:rve as either a measure of the elficlcmry 
or of foctlveni;f,;s of services provided. A requirement in .the identifica- 
tion of such moasurtfs is that they provide luf orm-ic iuti .Jhioh permit.-? 
Che linkage of outputs to an effect upon tlie target group or problem 
area. The linkage of outputs to impacts involves the sc:arch for causal 
relationships which is exceeWinaly difficult. Stelnor .addresses the 
problem quite succinctly: 

Assign belief its and costs and then pick the optimal set of projects. 
This provides too little help. One of tiie economisf.: ' s most potent 
functions is honestly to identify and separate that which can ha 
accurately measured and »:ompared from that wh ich involves such 
lieroics of assumption that actual measurements are .lut conceaUni 
pref i» rences . ^ 

Thirdly, under different nomenclatures, other spates are 
rt'lentlessly pursuing systems designs that are increasingly oriented 
toward program performance measurement. Planning, progi'amming, and 
budgeting systems have generally been modified by many states to such 
au extent that they are no longer comparable with the ohjectives origi- 
nally envisioned for such systems. However, state budf,jting staffs 
cMutiuue to seek . methods of (juantitat ively measuring th-'i impact of 
K«'vernmental programis regardless of the system of budgeiiing now being 
ui. ili^ed. Coinpa'r isons can be made among states on the f-olevance of 
measures of effectiveness .ind efficiency identified. (Iiite often, the 

successes of one state will readily apply to the effort : of other 
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si;;»U's, sinci» state- Mvrvlios l.tll witliiu .« rather Siisic aiul cmnmon 
framework. 

A Uf rnat i vi? Mi'ttiods of Acc nm|) 1 i i tu; 

'I'liore iJrc severiil .lUu rnat ivcs to tlu* improvomea of this com- 
,H)iu.>at of tho zero-basi' biidRt.'ting sy.stom. and there art- advantages and 
dLsadvantapA'S associated with each alternnt i vi,'. One approach that has 
•n'Ceived some prolitninary dis. ussiou would hu the ol imi lation of th> 
prosent alternative ineLhodi; analysis and the replaccnien . of it with 
till* analvsis pror.rani and ai'tivitv ef iect i v^.Miess at s ^mo a rh i t rai'.i ly 
rfdiHV>d tun. liar, l-'vel. In oi:her words, the two state bullet offic-e-j 
wi.uld set rorth in the buc';;oi: instructions a I'oimnun and fixed perce Jt- 
aj;e of the current (fiscal y..ar^l.977) tundinr, level and recjui re . thai 
all agencies and institutions identify effect Uiat ^uch l^ reduc- 

tion in funding, would have on the provision of services by all activi- 
ties and programs. A work load /perf oi-manee neasiires se'tion would '>e 
Instituted alonn the same lintrs as for the other levels of fundinj;. 
in addition, to a narrativt discussion of the projeeted mpart. 

Ulnit vjould be the possible advantnj;es of such- a ehanr-i*'.' Ono , 
all njanar,ers would hojoned to identify t'nelr expcctied program or 

a.-tivity outputs at the same percent af;c level below tli- eurretit level 

o; funding. In other vorrcis, there would be an equa I i v:a . ion faotor 
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,„volvea wiCh aU »ann«en. p.>...d.n« .U. analysis and ^.scif icacion 

frtri a scriccly defined base. 

^o. this process generaUy .ssu.es that if an activity or 
proera. ca.no. bo ..scifiea a. a defined lower levei of finding. Chen . 
p.o.a.iy canno. .e J.s. Uiod a. aU. Examiners wo.id Chen have 

u o v,ac<« with a request that the , 
!-« nrnrped from such a oasib wi.uji ° i 
sufflcienc cause Co proceed iru 

.,enc. ^.na.ers respond Co specUic inf onnac ionai re..e...s chaC co.U 
..Ui.ea CO a„a:..e U,e specUic need for provision s.ch se^ices. 
s.ch a ci.e. aicernacive .e.hods of serviee deliver, co.id be 
,...er explored. U Iho.id .e noced cha. Ce fixed percenca.e red.c- 
aon in f.nding would noc neeessarily conscic.ee a funding level 
..,.esc. ..c sho.Id se.e pri.aril. as a .oC.anis. for Che eval.acion 
of the mechorl of delivering -services. 

^ree. analysis of such an alcernacivo is ofcen in .oeping 
... ..e infor.acional desires _of governors and .e..ers of che. legi.la- 
especUU. when an .nsignif ic'anc grow., in reven.-s is pro.ecced. 

_3sche.oard. .hU is Che c.pe of .escion chaC of en surfaces 

K ln. r.-ased governmenCal spending comes under 
m an environmenc where ln..r..aseci go 

. , „f ^uch auescions should n.-icher imply 
close scruciny. RecogniClon of =.uch quLsC 

... .ey are Proper or improper, .uc .erely recognise chac such .ues- 
,,.„s are ofcen as.ed. U ..ch .escions a.- proper and relevanc. 

.... aUernacive provid. a framewor. c. anaW.e effUiencv 
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and effectiveness of governm.M.cal services at a defined level below 
the current level of funding. 

What would be the possible disadvantages of the fixed percent- 
age reduction methodology? First of all. such a change is characteriHed 
by a certain degree of arbitrariness, both in the concept and in the 
establishment of fixed percentage reductions. This concept assumes 
that the method of ^ovlding governmental services can be better ana- 
lyzed by requiring analysis of fixed percentage reductions of the cur- 
rent method of operation than by- the explicit identification of alter- 
native methods of achieving objectives. There is no guarantee that 
this will, in fact, occur. Indeed, rather than requiring explicit 
. identification of alternative methods of program delivery, this con- 
cept implicitly assumes that such alternatives will be identified by 
the type of information that will be generated. This is a rather large 
assumption. Indeed, a reasonable argument could be made, depending on 
the definition of the fixed percentage reduction required, that such a 
concept would provide managers n better opportunity to justify the 
present budget level or an increased level of spending, with the gener- 
ation of little or no information on how such services might be better 
provided. 

Secondly, this concept Imposes the burden of determining whAt 
the fixed percentage redurtion rate should be. Should tt be 5. 10. 
20, 30, or even 50 percent? In an unstable economic environment, it 
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becomes virtually ImposKlblc to set an across the board rate that is 
reasonable and realistic and that will provide the type of information 
desired. 

Thirdly, and closely associated with the problem of defining a 
uniform fixed percentage reduction rate, this concept assumes that the 
need for the different types of governmental services tends to be 
basically the same. Such is not the case. Some servici:s are of a 
much more essential nature than others, and the relative degrees of 
necessity are m^arters on which reasonable men will disa>;ree. Further, 
stjch disagreements will tend to Increase when the funding needs for 
services beconie the point of discussion, and especially when discussed 
in view of the demand for the additional resources that might be avail- 
able for appropriation. The point to be made is that the need for 
services does not apply equally to all governmental proj;rams and that 
the determination of how such needs should be met is a function of 
the democratic process. 

The author would propaso another approach with regard to the 

analysis o^ alternative methods of accomplishing objectives. If one 

assumes that a principal motivating force in government is toward 

bigger budgets, more programs, larger staffs and increased payrolls, 

then an objective would be the provision of an environmt^nt which moti-' 

vates managers toward the goal of better and more efficient public 

services. Simply put, how do you transfer the de.sirabli* motivating 
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aspects of the profit motive that is prevalent in the private sector 
to the analysis of the roost suitable means of providing services in 
the public sector? This question has puzzle.! experts for many years; 
has been the subject of numerous studies; and, in the face of a con- 
stantly expanding public sector, remains one of the most important 
domestic problems facing government today. 

Translating this question into the context of alternative 
methods of service delivery, how cnn one encourage managers to be 
innovative and economical and strive to identify better methods to 
dt'liver services, without simultaneously indicting such managers for 
inefficiency and ineffectiveness with regard to the current method of 
operations? One alternative would be to institute a reward system 
that would enable agency managers to prepare decision package requests 
that would incorporate savings from the identification of better means 
of providing needed public services. Under such a proposal, agencies 
could utilize the savings identified to prepare one or more new deci- 
sion package requests. These new requests could then be ranked on 
the Program Priority Table with regard to the achievement of agency- 
wide goals and objectives. Under such a system, it vouT d be initially 
assumed that any "savings identified would necessarily revert to the 
new priority funding requests identified by that agency. It is hoped 
this would insure a total commitment to the analysis of reasonable 
alternative means of accomplishing objectives. This would be 
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especially crut* in an environment where new revenues were of a very 
limited nature. 

Alternative Funding Levels 

First of all, one should begin with the minimum level of fund- 
ing concept and determine what improvements can be made in this area. 
Some would maintain that a fixed percentage reduction should be applied 
statewide to all programs and activities as one of the funding level 
requests. Adherence to this conc*»pt would be an admission that there 
is no validity in the identification of minimum levels. That is, this 
concept would explicitly recognize that there is not "a critical level 

of effort, below which the program or activity should be discontinued, 

3 

because it loses its viability or effectiveness." If che minimum 

t 

level concept is valid, then one can certainly assume that the "criti- 
cal level" described above will not be the same for all programs and 
activities. 

An improved zero-base system would continue the identification 

of a minimum level along the same lines as pro\^ided in the current 

system with one exception. Under properly defined program structures, 

the minimum level concept should apply only to programs . Thus, most 

of the activities comprising the program would also hav^j a level of 

funding below the current level of funding, but not nec^'ssarily all 

of them. The initial level of funding identified for some activities 
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might be either the current level of funding or even a level that 
exceeds the current level of funding. Such a distinction is in keep- 
ing with the general theory of the system^ with particular relevance 
to the structuring of information along programmatic lines. If the 
program structure concept is valid, then the identification of a mini- 
mum level for programs is also valid, without requiring that all 
activities have a level of funding below the current level. Such dis- 
^-cretion should be left to the program managers of an agency. 

The budget instructions regarding the minimum level will have 
to be altered to incorporate this concept. The instructions on minimum 
level determination, whicl» were quoted at length earlier, are probably 
stated as well as can be done. However, revisions should be studied 
to determine if the concept can be better communicated to program and 
activity managers. It is hoped the initial experience with regard to 
minimum level determination will prove most valuable an-J make the 
process more easily understandable during the next bienniura. The 
initial fears of managers should have been alleviated ■ to some degree, 
and the reasons for identifying a minimum level should thus be better 
understood and produce information along the lines desired. 

The current level of funding, both dollar-wise and performance- 
wise, should also be required for agency programs. Using the same 
rationale described above, activity funding levels would generally 
follow these same lines but this discretion should rest with the 
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program managers. Some would argue chat the idenclf icacion of two 
current levels is unnecessary and too burdensome. One could probably 
assume that examiners would prefer the idencif icaCion of a currenc 
level along current dollar lines, while agency personnel would probably 
prefer to identify a current level that focuses on the iJollars needed 
to maintain the current level of performance. ~ There are merits to 
both, and both should be identified. It is important to know what 
outputs current dollars will produce in the succeeding biennium and 
what level of dollars are needed to maintain the current performance 
level. To ignore these simple and practical facts is to design a 
system that is conceptually without serious fault and is practically 
quite useless. 

The final level of program funding that should be identified 
should constitute the pro^'.ram funding request. Managers may, of 
course, stop at any level along the process in this reg:ird. In other 
words, if the minimum level constitutes the request for a program, 
then it would not be necessary to identify any additional funding 
levels. This would also apply to either of the current funding levels. 

This might result in a wide disparity in fundinj; levels between 
the current performance level and the requested level. For example, 
the current performance level could be 120 percent of the current 
funding level and the requested level could concepcuallv be 300 percent 
or more of the current funding level. The present systi.-m is deSigr.»;d 
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to discourage such wide variations in funding levels. It focuses on 
increments and permits the identification ''of as many funding levels as 
may be necessary to insure that "reasonable" increments fare identified. 

However ,_under thejproposed system, examiners would have the discretion of 

f ■ • ' ■ 

requesting that program managers identify intermediate levels if they 

(examiners) determined that such analysis was necessary. Such analysis, 

however, would not be a formal requirement in initial agency budget 

submissions but would be provided at the request of examiners. 

The Priority Ranking Process 

To reiterate, priority tables do not provide any information 
regarding program or activity performance, means of performing programs 
or activities, objectives of programs or activities, alternative 
methods of performing programs or activities, object of expense data, 
staffing patterns, or the methods of, financing programs and activities. 
If one recognizes the purposes that priority tables serve and utilizes 
them accordingly, any improvements needed in this area are quite 
negligible. Improved program structures offer the best opportunity to 
make the establishment of priorities more meaningful. 

Computerization 

A paper on any budgeting system would be incomplete without 
reference to application of data processing techniques for data manipu- 
lation. Currently, there is a general— feeling that the zero-base 
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syscera should be computerized. The implementation of zero-base 
budgeting resulted in- the generation of a mdss of information that was 
not previously available. Some of it was very useful and much of it 
was not useful with regard to the decisiop-making process. Additicn- 
aily, some information that was available under the previous system 
was not available under the zero-base system. There are certain costs 
associated with any changes in budgetary systems, and loss of certain 
types of information is one of those costs. The computerization of 
the system should be designed in such a manner to provide quick access 
to certain types of information that is useful in the decision-making 
process and should manipulate the mass of information that is available 
to lessen the time burden that is placed on examiners of the two budget 
offices. The determination of what is useful and what can be comput- 
erized to be useful will be one of the key questions that must be 
addressed in the next set of biennial budget instructions. 

Conclusion 

Zero-base budgeting is not the long-awaited panacea that has 
been the object of search for so many years by budget examiners. It 
is simply another procedure for structuring information in a rational- 
istic manner to improve the- decisions that determine the programs and 
operations of state government. Studies will be conducted on how to 
further improve this process. Politicians will continue to speak of 
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expanded and improved governmental services by restructuring the 
priorities of state government. Taxpayers will continuii to be wary 
of the need Co impose new taxes or increase prestjiit taxes. The end 
product, the state budget, will continue to be the source of agreements 
and disagreements on practically every major program contained therein. 
Another' rationalistic concept, zero-base budgeting, Co improve govern- 
ment is now inextricably a part of that process and Chat government. 
Its successes and failures are dependent upon the decisions of those 
who utilize it, and history will be Che judge of the wiiidora of those 
decisions. 
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DCPAFtTMCNT Of TiNaNCC ANU A OM IN ISTR ATIOn 
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LITTLC Rock • 72203 



STATE OF ARKANSAS 



OUDGfT DiVIS.O*. 



April 30. 1976 



MEMO TO; ALL DEPARTMENT, AGENCY, BOARD AND COMMISSION DIRECTORS 
SUBJECT: 1977-79 BIENNIUM BUDGET PROCEDURES 

This manual outlines the procedures Co be used in preparing your 
1977-79 biennium operating budget requests. Procedures for pre- 
paring capital budget requests will be Issued at a. later date. 

The duties, powers, and responsibilities of the Department of 
Finance and Administration relative to pieparation of budget requests 
arc an follows: 

(1) The Director of Finance and Administration shall prepare, or 
cause to be prepared upon such forms as he shall prescribe, 
the required information with respect to each department, 
institution, or agency of the State. 

(2) The Director of Finance and Administration shall have the 
authority to examine and study the budget, information as 
supplied to him and shall have the power to make recommenda- 
tions for modifications and revisions of the budget recji ,ts 
it, in his opinion, the facts before him justify such re- 
visions . 

(3) If any State Agency shall fail or refuse to furnish any in- 
formation with respect to budget estimates, as and when the 
same shall be requested by the Director of Finanee and 
Administration, Chen he shall have the authority to prepare 
and submit his own recommendations as to the budget require- 
ments of any such State Agency. 

Generally, this manual follows the same format used in the past but 
the type of Budgeting System described herein is new. 



3-1 



328 



;3iu 



The new Priority Budgeting SyBtem allows your Agency to request a "Base 
Level of Operations" and to request Priority Programs. The definition 
of terms section of this manual fully explains the Base Level and 
Priority Program concepts. 

The New Priority BudReting System : 

1. Allows your Agency to establish priorities botli at program. 
Agency, nnd Department levels. 

2. Each priority or level of service must stand on its own merit 
and must be budgeted as a wliole unit. 

A. New Programs will have a better chance in the competition for 
scarce funds. 

U. Existing programs must prove their worth in order to be 
continued. 

3. Allows the Governor, Legislature and Agency Director a ctiance to 
look into existing and proposed programs. All existing programs 
will be competing for base level or high priority funds. 

4. Each can establisn his ovn priorities. 

5. Attempts to check the uncontrol led growth* in Continuing Level. 

I urge you to study this manual carefully. If you have any questions con» 
ceming the procedures described herein, please contact the Budget Analyst 
assigned to your Agency. I especially call your attention to the require- 
ment that all monies maintained in depositories other than the State 
Treasury must be budgeted for the 1977-79 biennium and be presented to the 
Legislative Council. 

The entire Budget Staff is available to assist you in the preparation of 
your Biennial Budget Requests 
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PROCEDURES FOR PREPARING 
THE 1977--79 BIENNIAL BUDGET REQUEST 



BASE LEVEL ; 

1, Budgeted Amount 1976-77 Fiscal Year . The amounts which 
appear In the 1976-77 fiscal year budgeted column In the 
Biennial Requests will be your agency's estimated expendi- 
tures by line-Item not exceeding appropriations or fund- 
ing resources available. 

2, BASE LEVEL - BASE LEVEL OF SERVICE ; Limits; Base Level 
of Service Request for the 1977-78 fiscal year must re- 
flect a minimum of a ten percent (107.) reduction by fund 
type (I.e., General, Federal, Special, etc.) In your 
agency's "Actual Operations Budget", for the 1976-77 fis- 
cal year. For the General Revenue Agencies, the "Actual 
Operations Budget" for 1976-77 may not exceed "A" plus 
forty (407.) of "B" Allotment of the Revenue Stabilization 
Law plus other known revenues. For all other agencies 
the "Actual Operations Budget" may not exceed either the 
known revenue available or the 1976-77 appropriation, 
whichever Is the lesser. 

An ex cept_lon to the 107. reduction outlined above will be 
made^or non-bperatlolial Special Line Item or Grant- in- 
Ald Base Level Requests. The Base Level of Service Re- 
quests for these non-operational Grants-ln-Ald may not 
exceed the "actual funded budget" for the 1976-77 fiscal 
yeaf, jslus any uncontrollable cost for each year of the 
coming biennlum. Examples of these uncontrollable costs 
are; an uncontrollable Increase In the caseload for AFDC; 
additional costs mandated by law (Teacher Retirement); or 
the natural growth In the number of teachers In the local 
school districts. All controllable costs may be budgeted 
In Priority 1 or any other Priority and would Include any 
change In the 1976-77 rate schedules, teacher salary tn- 
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creaaes, increased benefits, or Increaaed grant: payments. 
Special llne*it:ms, auch as Uniform Allowances, Special 
Travel, Professional Services, Optional Medicare-Medicaid 
or Social Service Programs, Purchase of Data Proceasing, 
and other operational type line-* items will participate In 
the 1071 reduction mandated in the Base Level Request. 

The requests In Base Level may not provide sufficient 
appropriations or funds to allow your programs to operate 
at the desired level, to meet all of the needs, sf^rvices, 
goals, or objectives of your program. Therefore, the most 
important elements of your most critical programs or ser- 
vices should be among the first items to be included in 
your Base Level Request • 

Your Base Level Request may reflect a reduced level for 
all of your programs; or may reflect the elimination of 
existing low priority programs; or alterations in exist- 
ing programs or the method of service delivery; or limited 
expansion and Improvements to existing programs; or organ- 
izational changes to Improve the efficiency of your pro- 
grams • 

Limited position swaps, exchanges, and reclassifications, 
will be allowed In your base level request if they are re- 
quested in order to Improve the efficiency of your exist- 
ing program or service* New position titles may be re- 
quested aa appropriate. Any action concerning personnel 
should be^coordinated with the Office of Personnel Manage- 
ment of the Department of Finance and' Admlriist ration. 

A program budgeted in either the Base Level or Priority 
requests must be capable of standing not only on its own 
merit, but must also be budgeted in a manner that the 
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parclcular request provides the necessary personnel and 
operational support required for the program to function* 
Each reauest munt be Independent of all other reauARtts 
and' provide ail of the elemexfta of support neceasarv for 
the programs operation at any level. The on Iv exception 
to ttiis rule IS in cne area oz personnel swaps, exchangea, 
or reclassification costs which will be compiled by the 
computer (BR-65). Even though this type of request may 
be made In Base Level the additional costs will be re- 
flected in a separate priority for cost Identification 
purposes* 



PRIORITY PROGRAMS; 

PRIORITY 1 > Your Agency's Priority One request may represent 
the reinstatement of those programs reduced or eliminated In 
the Base Level Request (the 10% reduction). In addition to 
those Increased operations costs (Inflation and step Increaaes) 
associated with the Priority One (1) Request, or any other 
appropriate request as long as the sum of the Baae Level Re- 
quest and the Priority One (1) Request does not exceed 101% 
of the Actual Operations Budg»t for the 1976-77 fiscal year. 

An exception to the 101% limit will be made for the non-oper- 
ational Grant and Aid Request. The total amount of the con- 
trollable cost, such as, payment or rate increases may be 
included in Priority I or any other priority. 

PRIORITIES 2 THROUGH II - may be used for any other request 
by program/service/activity/ cost center level requeat. 

PLEASE REMEMBER; - All requests either Base Level or Prior- 
ity 1 through n must be able rn stand alone on its own merit 
and contain all of the essential Oi-rwonnel and operations confa 
necessary ror operation at th.? requested level of the pro- 
gram or Service. 
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1 1 PROGRAM :iANAOEMENT PROCESS 



A. OVHRVIEW 

The steps of the program manrijicmciit process involve such activities 
as need or problem identification, iUm iMini ni n^; j'/j.-iIs to address identified 
neou:> or problems, designing ;jnd eva lii.it iiiy p vug rams to attain goals, 
consideration of necessary Icgisiaiion, :setting specific program objec- 
tives, and ev.'ilaating performance in achieving objectives." Properly 
done , ch i s c rea t e s a f ramcuo rk t !ia t f ac i 1 i I a t i^s dec i s i on mrk i ng a t the 
program, department, and statewide level, and tnaximizes the benefits of 
sound planning at each stage of the proeess. 

Budget development is an integral part of a eomprehensive management 
process for state government. The result of tlie budget process serves 
as ? guideline for the implementation fitnetion of management. It will 
also serve as a measurement stand. jrd for the control phase of management. 
When coupled with the performance information provided in the budget, it 
provides for regular evaluation of the task performed which is the last 
of the major management responsihi 1 it ios. 

i'lie program management process includes the following six components: 
1) identify needs or problems; 2) develop progr.-m goals; 3) j-.erformance 
evalu'ition; A) evaluate current program structuiV and legislation to 
determine if changes are needed; 5) develop objectives and performance 
indic;ilors for each program; and 6) identify fiscal cljangcs (decision 
units) necessary to accomplish objectives within each progrirm. 

Identification of needs or problems is the first necessary step in 
the process of budget preparation. Hmphasis should be focused on needs 
and problems chat require and deserve attention and policy review by the 
Governor and Legislature. From such an identification stem program 
goals, objective identification, and a recommended solution. 

In identifying needs and problems, answers should be given to the ^ 
fcllowing types of questions; 

1. What seems to be the real problem or issue? iVhy is this a 
proper concern of the state? Khat mechanisms do you use to 
ascertain the need for the services provided by your program? 

2. What appears to be the causes of the problem or the need for 
services? To what extent are they currently known? 

3. Who are the specific population (i.e., clientele) groups 
affected? (If other than the general puolic, identify their 
special characteristics such as: age group, race, income 
class, special needs, geographical location, etc.) What 
mechanism do you use to ascertain the effectiveness of your 
program in meeting their needs'* 
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A. What is the m.ign i t lulc of the problem? How widespread is it 
now? What effect is it likely to have in future years? 



c. fko(; r/\m goals 

The program yoal(s) is the long-rMnjie result or accomplishment 
lies i red from this program, The \\o:i\ -^hmild describe and relate directly 
to the problem the program is trying to overcome or to the condition the 
program is trying to create. The goal iloes not necessarily need to be 
confined to a fiscal year period of time, nor is it necessary that the 
goal hc^ directly measurable. It should indicate the general .direction 
of the program as opposed to a specific level of accompl isliment . 

We are asking all executive departments to consider the "goals" 
developed in the Idaho's Tomorrow program as well as goals ' developed in 
other citizen participation processes as an integral part of their . 
budget development process. 



1 , Pe rfo rm.it ice Hvajjiatjon in P v o g r a m Ma n a g ein e n t 



Annual program review is an integral part of the management 
process. 1 1 should l)e one of the first steps in the development 
of a tlcpn It iiicnt ' s progr.im and the last step in the evaluation 
of how well j>rogram objectives were accomplished during the 
fiscal y«:ir. Lffective i:ian.igers will also periodically review 
performance during the year to assess progress toward accom- 
plishing program objectives. ,. Evaluation may. result in: 

a. Altering the goals and objectives for the program to more 
realistic levels; 

b. Requesting additional resources in the budget process in • 
order to more effectively accomplish the objectives that 
were previously set; or 

c. Determining ways that a program can achieve objectives in 
a more efficient manner, thus enabling a savings to the' 
taxpayer or an ability to provide more services for the 
same amount of money. 

Program evaluation can be carried out by different methods. 



a. Central staff organizations which conduct indepth studies 
of the efficiency and effectiveness of programs as outside 
professionals. 

b. Central staff organizations involved in the process of 
reviewing agency budget requests. 



such as: 
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c. I'l iJjir.im .iriU 4li-j».i ri HK»f»t a 1 m;in;»i;tM*s a.'V an intcjirjil part of 
their j)]unn i nj;/bnJ;»L*t /fnnii;i^;oiiic<nt process. 

As a practical n»;ittcr .iitJ hecansc of the limited siie of the 
central nianjii'.emcMit , hmli'et » and pJnnninj; sLnffs, most pn>j;ram 
eval ii.it itin nec.ls to !»e done by proj^ram ruanagers. 

Alth»Mi^',!» the res;»,in*- i i>i 1 i t y fur pri-^;ram i\a 1 ii;it i on rests with 
proi'.r.m; ir?:iriai',rrs , I'lriain i.- hitu>r*t s of tins evaluation can be 
i ncor jjor.it e»I into the r.n»!i;et ri. vit w and «Ii>ve hipineiit proi^ess. 

Aetna) an l esi lir,;»t.»Ll pe i rorm;nu-e levels for tlie prior and 
rurrcut year <hoii)d be reported to eoiiii>arc with the appropriated 
level.-; for tliose yeais on the »-3 form, "Projjram neseription." 
The "Annnal Keport and i'rograiri liva I iiat i on" should explain 
signifieant ill f fereni-es between actnal and aj>propriated perfor- 
mance levels as well as disciissinj; are.'.-s of program accomplish- 
ment tliat do not lend themselves to qnant i t at i vc mcasnrement . 

3 . '.-^j' j. nation Q i »e s t i ,)n S 

In oii!tr to provide a j>i-rspeet i ve to proj;rarj manaiiers in 
devilnpment an»l eva Inat ion .of proi;rairis, answeiinj; >n^h qmsrions 
as t fie follou'tny riii>'.ht he Iielpfiil: 

a. "Are the fnrietion*» beinj^ i)erformed '.'f feet i ve 1 y i n achieving 
the identified yoal?" (If the answer is "no,'* the fnnc- 
tions needs to be re-evaluated in teiins of the problem or 

i ssne . ) 

b. "Are the results worth the cost of achieving them?" (If 
the answer is •'no," thoiigiit then should be given to 
improving efficiency or possibly eliminating the program.) 

c. "Are the functions and tasks being performed as designed?^' 
(If the answer is "no,** activities should be further 
analyzed.) • * 

d. '*Are functions and tasks being performed as efficiently 
as possible?** (If the answer is "no,'* activities need to 
be St reaml ined. ) 



EVALUATION OF CUHKHNT PHO CRy VM STRUCTURE A.MD I.HGISIATION 

1 . Program Budgeting 

The essence of program budgeting is that it seeks to relate 
impacts to cost, directing attention toward what the program 
is about rather than emphasising detailed breakdowns of line 
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item LiitfijorifS, I'ro^MMm Imtljjrt i nji shifts iho emphasis from 
the mcuis of acconipl » slitncni to ihv :u*c*oitip I i shmcnt i t sc 1 1\ A 
program is the result uf: 

a. The i dent i f ual i on of a nct'tl or problem; 

b. A ilccisioij to take ^Ktrion to re-^olve i)r corr'.'ct the 
prol)lcin; an J 

c. A [)l.'in for ;i 1 local i ng rcsoiirees to the problvRS. 

All work performed by a department slioiiUl he reflected in its 
program structure. The completed proj^ram sirtieture is the 
result of manai;ement planning and provider! the guiilflines for 
pcrformaiikTe of the other management responiu hi 1. 1 i eS . 

i'rog ram He f i n i ij mi 

A program is a set of .Ktivities lliat follows a planned 
course of action ro achieve specified goals and objectives. 
A jMs gram Is a broad category of similar services (WHAT) for 
an idctii i fi.jMe group (MIO) for a specific purpose iMlV). 

i.haraet eri .stoics of P rog rams 

a . r r o ^ r am s _m u s t bo ma njige a b I e^. ' fhe r e must I) e a specific 

person designated as responsible for the operation of the 
program and for the achievement of its objective (s) . 

^* ^' must lia ve an identi f iable> me a s urable impact 

;»r cjffcct . Hi rect service programs should be able to 

provide explanations of impact or effect in terms of 
citiiens, while Staff function programs would be explained 
in terms of effects or impacts on the operation of the 
direct .service programs served. 

^ * A program must h av e at leas t one long « r ange goal and , 
one short-r- nge objective. A ll objectives withi n a 
program should clearly contribute to the identi fied goa) . 

P rogram Structure 

An organization's program structure has two primary uses: 
first, as a format for the presentation of biidgeta^'y infor- 
mation; and Second, as a framework within which resource 
allocation decisions are made. Program structure will not 
necessarily reflect organization structure. It groups the 
activities of an agency into a set of categories that facilitate 
analytic comparisons of the cost and effectiveness of providing 
a specific service and comparisons of the cost of one program 
to that of another. Program structure has frequently been 
used to capture information of a type (e.g., federal grant, 
expenditure classes, locations, fiscal years, and organiza- 
tional units) for which its use is not appropriate. 
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A three- level (major program, minor program, and program 
element) program structure is available for use at the present 
time. Hi though it is not necessary to utilize all three levels. 
The levels should be used to draw distinctions between the 
most significant parts of an issue which are represented at 
the major program level and the various aspects of solving, the 
issues/problems which are represented by minor programs and 
program elements. 

5. I.egi s lat ion 

An important part of the executive program is analyzing existing 
legislation and proposing new or revised legislation. The 
proper authority to achieve the desired goals is critical. 
The impact of new or revised legislation should be considered 
throughout the program management process. 

OBJHCTlVnS AN D jli:i\™^l--\NCI: I NO 1 ClATORS 

Objectives are specific accomplishments which reflect effort 
during a fiscal year toward achieving the program goals. 

a. I'hey should describe the niost important activities or 
major components of the program, 

b. They should be clear, concise, and understandable. 

' c. They should be measurable so" that the degree of accomplish- 
ment of the objective (performance) can be determined, 

2, Performance Indicators 

Performance indicators are the measures of progress toward an 
overall goal. The best performance indicators are effectiveness 
indicators which specifically describe the degree to which 
program goals or objectives are being accomplished. Major 
types of performance indicators are: 

i 

a. Effectiveness Indicators 

These attempt to provide the information on the degreee 
to which program goals and objectives are achieved. They 
« should indicate the effect of services on the well-being 

of clients and the public. For example, the ^'percent of 
clients of a vocational rehabilitation program that are 
employed sixty days after completing the program*' is a 
measure. 
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b. bfficiency Indicators 

These provide information on how inexpensively government 
products or services are being provided-^ Efficiency 
indicators may appear in the following three forms: 

Cn Ratios comparing the nmount of workload accomplished 
to the amount of input (e.g.., dollar cost per patient 
day or number of lane miles of highway repaired per 
person day). It is misleading to use only this Kind 
of indicntor becnuse it does not consider the quolity 
of the activity. If an increase in the amount of 
work is accomplished for a given amount of input but 
sacrifices the quality of the activity, efficiency 
has not improved. Thus to properly apply this form 
of efficiency indicator the quality of work done 
must also be considered. 

(2) Ratios comparing the amount of program accomplishments 
to the amount of input. An. indicator such as the 
"number of clients showing significant improvement 
per dollar" are valuable measures of efficiency 
because they consider program quality. 

(5) Utilization rates of facilities, equipment, or 

employees is a possible efficiency indicator. ITiese 
can he expressed in a variety of ways such as hospital 
capacity utilization fnctors, vehicle or equipment 
down times, and the amount of nonproductive time per 
employee, such as waiting time in court rooms for 

.parole/probation .o^fficers. ^ _ 

c. Workload Indicators (e.g:, number of cases processed) 

Changes in their magnitude do not indicate whether perfor- 
mance is -good" or "bad" or whether it is getting "better" 
or 'Vorse." They are primarily useful because of their 
potential for use in developing efficiency indicators by ^ 
relating them to the amount of input required to produce 
the work. * 



DECISION UNITS 
1 . Definition 



A "decision unit" (DU) proposes a change in or maintenance of 
performance and the associated changes in costs. 

Identification of DU's 

The process of identifying decision units begins with a review 
of identified issues, resultant program goals, and objectives. 
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Such a review should highlight the appropriateness of objec- 
tives, number of people served, level and type of service, 
efficiency and effectiveness of operations, uncontrollable 
costs, etc., and lead directly to identification of a desired 
impnct upon each objective. 



The purpose of the decisfon unit is to associate a change in 
the results of a program relative to the costs of the program. 
Therfore, every tl ccision unit must Specify the e ffect on a 
per To ring nee indie at o r an d the am o unt of money related to that 
linj)act. Thus, any time an objective changes or the cost of 
its attainment changes, a W would be required. 

Catet;ori es 

Several general conditions have been identi fied which would 
require a decision unit f»nd also Serve to categorize decision 
units. This will assist departments in identifying decision 
units applicable to their programs. 

All decision units must have a title which is i n d i cative of 
con tent . 

Rxaniples of decision unit categories are as follows. See the 
instructions for the B-8 form for a full explanation. 



a. 


F.liniination of Function or Objective 


b. 


Transfer Between Programs 


c . 


Methods Improvement 


d. 


Decreased Impact or Workload 


e . 


Fund Shift 


f. 


Maintenance' of Current Operations 


g* 


Effectiveness Adjustment 


h. 


Increased Impact or Workload 


i. 


New Objectives 



Sequence of Development and Priority Listing 

a. Sequence of Development 

It Would be most useful if DU's are first' developed 
internally by objective within a program in the same 



Pu rpose 



9 




sequence as the previously cited categories of decision 
units. Such an internal development should accommodate 
reductions in costs to establish a base prior to 
increases in costs. 

Priorit)' Listing 

Decision units should bo be listed in priority order, 
ranked from highest to lowest priority on the B-8 form. 
In a program with several objectives, a "New Objective 
DIJ" for one objective could precede the "Maintenance of 

BjllJ^- J-jj^ -V^ ^ ^ do t e r m i n e d . 
ino'rc i m;)'ortan t to attjun thcf n ew objective than to 
coririnue witli the" ' o nc" p I' cs t?" 1 1 y e f i n e d > The priority 
riVtTng vTiVr ai;iVlV'm^^ to clearly indicate its 

judgment of tlie rLUntive importance of the decision units 
inctudod in the budget request. 
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A. GENERAL ' . . 

1, Sequence 

The first five major entries should be 
made in the order and should be numbered 
as specified below in detail: 





. Prior Year Appropriation 


DO n 


Prior year Actual Expenditure 


OU 113 


Current Year Appropriation 


DU H 


Current Year Estimated 




Expenditures 


DO 11 


Budget Year Base 



Even though these entries are not 
technically decision units, they will 
be labeled as such in the "D.U. Ref. 
No" column lo the left to facilitate 
later reference, 



Commencing i^ith Dl) ^6, decision units 
should be listed in order of agency 
priority, with the highest priority 
decision units being listed first and 
each numbered in descending priority 
sequence untirthe"fuir budget year 
request level is reached. 



2. Content 

Detailed requirements for all decision ■ 
units are specified below. All infor-, 
* jation requested should be incorporated: 
into the H form, regardless of the 
k number of blocks required to contain 
such information, 

3. Titles ' > 

Each decision unit entry should be 
titled (i.e., Prior Year Appropria- 
tion, Prior Year Actual Expenditures, 
Maintenance of Current Operations, 
Effectiveness Adjustment, Workload 
Increase, etc.). 

4. Funding Source j^'m. 

Departments using an operating fund 
into which state, federal, or other 
sources are pooled, should indicate 
the costs allocable to each source. 



B. DECISION UNIT ENTRIES 

DU Kl Prior Year Appropriation 

For each' fund source used in this"^'""^' 

program, indicate the number of staff 



B-8, PROCIUM REQUEST BY DECISION UNIT (continued) 



in a fuU-tiwe equivalent basis, the 
anount of appropriation in each standard 
. classification, and the total appro- 
priation for the program, Also indicate 
the total FTE staff and total appro* 
priation by standard classification in 
the appropriate blocks. This block 
should reflect the total of the basic 
appropriation, adjustuents made under 
, statewide pay bills, and any supple- 
Bcntal appropriation received. In the 
case of appropriations made from 
"General Fund Surplus" that are avail- 
■ able for more than one fiscal year, 
the amount allocable to the first year 
should be equal to amount expended 
during that year and the amount allo- 
cable to the subsequent year should be 
the total amount" of the appropriation 
less the amount spent in the first 
year. In the description, specify the 
performance expected to be achieved at 
the appropriation level for each of 
the objectives shown on the 8-3 form 
for this program. 

Dl) n Prior Year Actual Expenditures 

For each fund source used in this 
_ program Indicate the number, of staff 

Ion a full-time^equivalent basis,. the 

amount of expenditures in each stand- 
ard classification, and the total 
expenditures for the program. Also 



indicate the total FTE staff and total 
exper.(^.itures by standard classification 
in the appropriate blocks. . ,' 

In the description specify the degree 
to which program objectives (as shown 
on the B-3 form) were accomplished and 
indicate the services (projects) that 
were actually provided in the prior . 
■ year, related to the specific perfor- 
mance indicators set out on the B-3 
form. 

Dl) #3 Current Year Appropriation and Adjustments 

This series of blocks should contain 
the original appropriation and any 
adjustments made thereto 'to arrive at 
the estimated expenditures and'should '■ , 
be numbered as follows: ' 

3.Q • Current Year Appropriation 
(including allocations made under a 
• statewide pay bill) 

This should be displayed in the same: 
manner as the prior year appropriation. 
In the description, specify the planned 
performance level to be provided under 
the appropriation, again specifically ; , 

jelated,;o„the:.objectives,.se.t out, on, 

the B-3 form. 
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3.1 • Additional jtljustwcfits 

Additional adjustments to the current 
year appropriation should be mde in 
separate blocks and numbered consecu- 
tively as 3.2, 3.3, 3.4, 3.5, etc., 
until all necessary adjust^ieiits to 
the current year appropriation have 
been completed. In each case the 
reason for the change and the impact 
on the pcrfonnancc of that program 
should be explained in the descrip- 
tion, Types of adjustments (not 
listed in a required order) are as 
follows: 

a. Federal Fund or Other Fund 
Increases 

b. Federal Fund or Other Fund 
Decreases 

'l'r''"sfers Between Programs 

Total of all transfers in must 
equal total of 'all transfers out. 

d. jlxpenditure Class Transfers 

c. Supplemental Appropriation 
Request 



Detailed narrative justification 
for the request, together with 
program ilhpact if not granted, is 
required. 



■DO ^1 Cu rrent Tear Estinatod Expenditures 

This series of blocks should contain 
. current year estimated expenditures 
and any ndjustaents made thereto to 
arrive at budget year base and shall 
be numbered as follows; 

• „ 

4.0 - Current Year Estimated 
iixpenditurcs 

This decision. block should specify the 
performance levels planned for each 
program objective during FY 1976. In ■ 
each case relate specifically to the 
objectives and 'performance indicators 
on the B-3 forni for this program, 
Differences in performance expectation 
from that listed in the current year 
appropriation decision block should . 
have been explained by the intervening 
decision units describing current year 
appropriation adjustments. This 
decision block entry is the mathe- ' 
matical total of the current year 
appropriation (3.0) and all inter- 
vening adjustments made thereto. 

4.1 - Removal of Capital Outlay 

Eliminate all capital outlay from the 
- - current -year-estimate -figure;-' • 



B-8, PROCRAJI lltpST fly mm UNIT (continued) 



4.2 • Removal of N'on-Recurr int! 
Expenditures 

Eliminate non-recurring expenditures 
in the current year (such as one-time 
projects, moving costs, etc.) that 
will not be carried forward into the 
budget year. 

4.3 ' Additional Adjustments 

Additional adjustments to current year 
estimated expenditures to arrive at 
the budget year base should be made in 
separate decision blocks and should be 
numbered consecutively as 4,3, 4.4, 
4.S, etc., until all necessary adjust- 
ments to the current year estimated 
expenditures have been completed. In 
each case the reason for the adjust- 
ment and the impact on the performance 
of that program should be explained in 
the description. Types of adjustments 
(not listed in a required order) are 
as follows: 

a. Federal Fund or Other Fund Losses 
Anticipated for Budget Year 

Basis for anticipated loss should 
be explained in narrative. Oo 
not include any other fund 
increases to replace the lost 
funds. 
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b. Eli:nination of a Function 
or an Objective 

.,If a program function or objec- 
tive is to be eliminated in the 
budget year, the adjustment would 
reflect a reduction by the 
amount previously expended to 
achieve the function or objective, 

c. Methods Improvement 

Increased efficiency in the 
methods used to achieve an 
objective could result in a 
reduction in costs. 

d. Workload Decrease 

Level of workload is reduced from 
previous level resulting in a 
reduction in costs. 

c. Impact Decrease 

Level of impact is reduced from ' : ' 

previous levels although the same 
number of people 9re being 
served, resulting in a reduction 
in costs. 

f . Transfer Between Programs to 
Occur in the Budget Year 

Transfer of an activity in from 
another program or out to another 
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H mmmmi by decision unit (continued) 

program in the anoiint previously 
expended for the activity; total 
of a') transfers in Bust equal 
' Wtul of all transfers out. " 

Oil '5 Budget Year Base 

This decision block entry should 
reflect the base upon which additional 
requests for the budget year will be 
developed and is the Bathenatical 
total of current year estimated expen- 
ditures and all intervening adjust- 
lents made thereto. 

'6 Further Decision Units in Aeencv 
Priority Ustinj ' 

Decision units from »6 forward should 
be listed in order of priority with 
the highest priority decision unit 
being listed first and each'in 
descending priority sequence until the 
full budget year request level is . 
reached, and should be nuibered 6, 7, 
8, 9, etc. Tie final decision unit 
listed should be the full budget jear 
request, the mathematical total of 
budget year base and all the inter- 
vening decision units. Types of 
decision units (not listed in a required 
order] arc as follows: 



a. Maintenance of Current 
Operations " 

Inc rease necessary to accoaaiO' 
date the same workload or to 
groducs the same level of" ^ 
impact as the previous exp endi- 
ture provided . The base figures 
used in computing increases, 
together with justification for 
such increases, should be 
included in the narrative in the 
description column. Separate 
decision units should be enured 
for the following: 

(1) Personnel cost increases 
(in-grade step increases for 
classified, merit increases 
for exempt and longevity 
for both) for existing 
personnel as supported by 
the "Wage and Salary Require- 
ments" printout for each 
program; and replacement 
capital outlay items essen- 
tial to maintain existing 
levels of services (include 
justification therefor). 

(2) Inflation or price increases 
requiring budget accommoda- 
tion. Such increases win 



B-8, PROGRAM REpST BY DECISION UNIT (continued) 



be allowed only when justi- 
fied in adherence to the 
criteria in Section III. A, 5. 

I 

(3) Federal fund increases not 
requiring state match 
(exclusive of new positions), 

(4) Funding shift from federal 
or other funds to General 
Fund to maintain existing 
level of services. 

(5) Increases associated with 
the funding shift in accord- 
ance with the guidelines 
specified in paragraph (1) 
inunediately above. 

Each of the above should be_ _ 
contained in a separate decision 
unit such as 6.1, 6,2, 6.3, etc. 

b, Effectiveness Adjustments 

Increases to achieve an objective 
set previously which is unattain- 
able or only partially attainable 
under current expenditure levels. 
Narrative should specify the 
objective (as shown on the B-3 
form), explain why the objective 
is unattainable and specify the 
degree to which objectives could 
' Kff met better, with the change in 



performance levels related to 
the objective clearly stated . 

c. Workload Increases 

The same level of inpact or 
service being provided to a 
lar f^er number of people , resul- 
ting in increased costs. All 
costs associated with the work- 
load increase should be included. 
In the description, workload 
increases should be related to 
specific objectives and the 
chan ge in performance related to 
each objective indicated . Indi- 03 
cate whether the workload ^ 
increase is due to factors beyond 
the control of the program or if 
it is a discretionary increase. 

d, Impact Increases 

Situation o? condition in which 
"an objective is changed or 
expanded resulting in the same 
number of people being provided 
with an increased level of , 
service. All costs associated 
with the impact increase should 
be included. In the description, 
identif)^ the chanj^ed or expanded 
obiectivejs] (from the B-3 tormj 
and the increased level of per- 
formance (impact) to be achieved . 
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PROGRAM REQUEST BY DECISION UNIT (continued) 



«. Methods Improveinent 

Increased efficiency or produc* 
tivity in the methods used to 
achieve an objective could resul: 
in inunediate increased costs bur 
result in long-terra decreased 
costs. In the de*.cription, 
describe the impacj of the 
increased efficiency and the 
long-terra effects, This is 
particularly appropriate for 
capital outlay requests requiring 
a large initial outlay but resul- 
ting in future savings. 

f. New Objective 

(1) Within Current Legislative 
Authority 

Costs associated with the 
attainment of a new objec- 
tive. More than one DU 
could be developed in con- 
nection with a new objective, 
with separate DU's for 
varying levels of workload 
and/or impact (service). In 
the description, identify 
the new objective (from the 
B-3 forra) together with 
justification therefor, and 
indicate the specific 
seniccs (projects) to be 
provided: If more than one 



DU is related to the new 
objective, indicate the 
changes in perforraance ii'V«l 
of the objective related to 
each DO. 

(2) Requiring New Legislation 

li* the decision ui'.it wiJi be 
used £0 iniplement new legis- 
lativc authorit/ being 
sought by the agency, it 
should be labeled as "New 
Legislation," in addition to 
providing the information 
requested in f. (1) above. 

(3) Citizen's Goals 

If a decision unit is pro- 
. posed to assist in achieving 
goals expressed in the 
Idaho's Tomorrow process (or 
other citizen's participation 
process), it should be 
clearly identified as such. 
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Excerpt from— ■ ^ 
Bureau of Che Budget 
Circular Ko. 3 
Revleed SepCeaber 1, 1975 



CXCCimVE OFTICZ OF TUE COVCItNOB 

BUREAU OF TilE BUDGET 

Instructions to Agencies on Preparation and 
Submission of Annual Budget Estimates 
r Part III — The Program Budget 

for>. IL JJ«/^°8^«» B^'Jset subolsslon eerve. several purpose.: (1) Jr 
po«lni Jca^^^^^^ asency^pr^Srai; and\Jp^ 

need ^^r th« o;:;' .^'^^"^y P^^We. per«pecclve on Che 

prlorlCle., and Sl^ge^enc oSjecU^^' a^' 3,' resource., 
in developlns and lu.clfvlnrthrr)^! i . ^v^ ^^P^°v"«« mAcerlal for use 
program a^d bu^c l^u„ L L^^^ " ^"''^f ' Including, decisions on 
Budget . ' • ^"^^^'^ I. The AccountaMlit^Y 



Letter of Trflmmirr^i 

.nd public need. whlcrun^l^rU.^SiilSd^.'J'r^," ^ "'ir^fir:! -"J"""" 
co»pelllng reason to do .o? " ""^^ there 1. . 

III Xt^T^ " " 

P Dd justify any proposed changea In appropriation atructure *nd funding 

^^^^^^^^^^^ 

jor^. .ree r^^^^^ 

condeuied ..jWi^ fo^ ™ 'j^fj PJe.crlbed for the Governor'. 

-v-gu-i /, is/i, re. Kaaagament by ObjtcC'vei for Vt 1976. 
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Bureau of the Budget 

Circular No. 3 

Revlaed Septembet 1, 1975 



Scheoule BR-O Serlca? Propoacd Fund Allocatlona by Program and Supporting 
Actlvltlea 

8. The tabular material aupportlng the program/budget requeata conalata 
of four achadulea: Forma BR-0, BR-O-A, BR-O-B, and BR-O-C. The achedules 
ahow tha derivation of the agency's bud2et requeat divided among progr^^W* 
rather than hy object cleaeea «nd orgaalfaticjyal elrmente. They elao aei've 

to Identify program increaenta and trede-off;:t et the margin. To aaeure that 
tha achedulee ere relevant and to not require excess work, the etub entries 
ehould be worked out betveen the agency and the BoB before dete is collected. 

9. The echedulee will llet the verioue programs and supporing activitieB 
and ths amounts for each for 19CY mnd 19BY. Thla ie e total reaourcee schedule 
end shall include ell epproprieted end non-epproprieted fin«aciel resources. 
The Identif icstion of the programs and eupporting ectivities to be used will 
be jointly determined by the egency and the Bureau of the Budget (see Part II i 
paregreph 3 for further guidance). 

10. All Federel funds, including Fsdersl funds psssed on to or received 
from or through other etate agencies (examples: LEAA funds from ILEC or CETA 
funds from COHMD) , shsll be shown so sepsrsts entries on esch of the forms in 
the BR-0 seriss. See Pert IV. psrsgraph 10 for additional information re- 
queeted for Federel grente. 



Schedule BR-^); Suagary 

11. Form BR-0 ie derived from the information shown on the BR-O-A and 
BR-O-B and aumarlaee the egency program budget ao as to highlight chsnges and 
prioritise. It will ehow for each program and supporting activity: 

a. The amount allocated for that purpose within 19CY spprcpristions 
snd sllotments. Ressrvee which ere not intended to be spent should 
not be included. 

b. The totsl of sll decreases (gross, not net of offsetting Incresses) 
from the 19CT funding lev-a ]L©r whstever rcsson, e.g., reduced work- 
load, low priority wcrit, completion of aaaigned mission, increased 
producitivity, Aechsnicstion, etc. 

c. The mandetory increaaes in requirements which are not subject to 
control by th» sgency heed, suCh as an Increaced number of vouchers 
to be processed, and incre^aed number of peraons eligible for medical 
aaeistance, and the realired (buc not \?rbapective) increaae in 
pricea. 

4. The beae for 19BT, derived by tubtractlng the decreases from snd 
sdding the mandstory increaaes *he 19CT allocation. 

e. D.»Tro« progtan -AainRenance increments proposed for 19BY. These sre 
the sdditional iimounts to continue those 19CY sctivities r;*; present 
levels that the regency would propose to cut back to reach T^ie 90Z 
level. 
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f. Frogran expsnslon IncrexaenCB proposed for 19BY. These are Co be 
Increases of Che desirable » raCher Chan mandaCory cype Buch as in- 
cresaes In exiacing programs Co aerve an e:tpanded clientele with 
Improved services. In keeping vich exiscing budgecary conscrainCB, 
Chere muac be a demonscraced public need for Chem and Chey nusC 
conCribuCe Co che AdminisCraCion's objeccives. 

g. New iniciscives* i.e.» discreCe new programs* sub-progroms* or 
sccivicies proposed for 19BY. As in Che case of program incremenC8» 
Chere musC be a demonaCraCed public need and a conCribution Co Che 
AdminisCraCion's objeccives. 

h. The cocal for 19BY for each individual program and supporcing 
accivicy and Che grand CoCal for che agency. 



Schedule BR-O-A; Proposed Fund AllocaCions Wichin Che 90X Level 

12. Form BR-O-A is used Co idencify Che programs and supporting acCi- 
vicles or porciona Chereof which are proposed for funding vichln Che 90 per- 
ccnC of Che agency*a CoCal for 19CY for OperaCions and GranCs-ln'-Ald . The 
CoCal amounC for FermanenC ImprovemenCs will be CreaCed as "add-ons" on Form 
BR-O-B and Cberefore omiCCed from Chis form. The BR-O-A form uCilizes Che 
same columnar display aa Che BR-0 described above — the 19CY allocation » the 
decreases* the mandatory increases » the base of ;L9BY» the program maintenance 
and expansion increments » the new Initiatives » and the total for 19BY. The 
grand total for 19BY on this form» however^ must not exceed 90 percent of 
the 19CY total. 

13. Note that program increments and new initiatives* may be proposed 
vithln the 90 percent level but they must be of higher priority than any 
19BY funding proposals not within the 90 percent level. 

Schedule , BR-O-B; Program Increments Above the 90Z Level 

14. Form BR-O-B will reflect those 19BY funding proposals for Operations 
and for Grants-ln-Aid which cannot be accommodated within the 90 percent of the 
19CT total. It will alao include the total amounts for Ffirmanent Improvements. 
BR-O-B will utilize the same program and supporting activity breakdown as on 
the previous forma; however* a program may be listed two or more times depending 
on the priority accorded each proposed add-on (sub-program, activity* or effort). 
In addition* the coltjmnar arrangement differs from the Other BR-0 forms. The 
stub column will list in priority order for Operations and Grants-in-Aid 
(starting with the highest) each proposed increase over the 90 percent level. 
The program will be identified, followed by a brief statement of the purpose 

of the add-on. The figure columns will show — 



a. For each program or supporting activity the amount allocated 
for 19CT — Khc same amount as shown for the program/activity 
on the preccu^^og forms. The name of the program/activity may 
be repeated several times* but the amount in this column will 
be the same in each case. 
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b. For each progroa and supporting activity, the amount of the 90 
percent base — this will be t^ken from the last column of the 
Ba-O-A. This sum also will be repeated each time the program/ 
activity name la repeated In the stub. 

c. Program maintenance and expanaion Increment amounts — these will be 
of the non-mand^itory type» must meet a demonstrated public need and 
contribute to the Administration objectives. . 

d. Nev Initiatives amounts — these must meet the same criteria as 
program Increments. 

e. Total for program* including add-ons — this column will ahow 
for each add-on the nev total for the program/activity for 
Operations and Granta-ln-Aid (the 90 percent base figure from 
the second figure column plus the sdd-on). 

Following s subtotal reflecting the sdd-ons and the 
program totals for Operations and Grants-ln-Ald will be 
llatcd* on a alngle llne» the amounts for Permanent 
Improvements. Since this Is a zero-based Itom^ the 
column headed "90X base (from BR-O-A)" will be left 
blank and the entire amount of the 1976 request will 
be shown as Program Increment or New Initiative. 

The final figure In thla column will be grand Cotal 
conalstlng of ths final total from the last column of the 
BR-O-A plus the totsls from the program Increments/nev 
Initiatives columns of this form. It will be the same aa 
the flual total 19Bt request on Form BR-0. 

BR-O-^; Crosswalk Between Programs/Funda and Category Expenditure 

.15. Form BR-OrC takes the 19C7 funding level and 19BT total request 
figures for each program and supporting activity from Foitm BR-O and bresks 
them by category and fund. The stub column will list the program/activity 
and beneath It the treasury fund or non-appropriated raoource. The figure 
coluasa will show for each flacal yef.i.* the amounts for each category — 
Operational Granta-ln-Ald » Permanent Improvement* and Other. 



Schedule BR-1; SuiBBari_of Available Resources by Budgetary Program 

16. Thla schedule » prepared on Form BR-1, will Identify the agency pro- 
grams and supporting actlvltlea and ahow the amount of financial resources 
applied to each. A fuither breakdown by subprograms Is to be provided where 
tha amounta are significant. The programs snd supporting activities to be 
reported will be those determined jointly by the agency and the Bureau of 
the Budget for uae in Schedule BR-O. 
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17. The echedula will ehov for eech prograia and supporting activity the 
amount of Obllgetlonal Authority avelleble In 19CY and proposed for 19BY and 
the difference bet%feen the amounts for 19CY end 19BT. It will be In the form 
of tvo sepsrste schedulas when non-spproprlsted resources are svsllable. The 
first will reflect the distribution of sll svsllable financial resoturcea and 

will sgree with the suma reported on the BR-0 Suamary. plus unspent resarvea. Thla 
schsdule must also agree with the "Grand Totsl" on the BR-2. The second 
schedule will reflect the programmatic distribution of the amount ahovn as 
"Appropriations Requiring General Assembly Action" on the BR-2. This Is the 
only schedule needed vhen there are no non-appropriated resources available. 

18. The sequence of preaentatlon will be total first, followed by the 
Individual programs and supporting sctlvltlee. The total line will read either 
"Totsl Resources Available" or "Approprlstlons Requiring General Aasembly 
Action". 



Issue Pspers 

19. The purpose of the Issue papers la to permit maximum agency Input 
In Identifying Issues and preparing the decision papers that will ultimately 
be reviewed by the Governor. The format alao permits the agency the oppor- 
tunity to Identify baalc alternatives that It bellevea should be reviewed by 
the Governor. 

20. Close cooperation between the agency and Bc.H vill be required to 
mlnlffllre unneceassry submissions and to ensure that a^«acy and BoB poaltlona are 
claarly Identified. This proceaa will be an Iterative one beginning with the 
Identification of laauea during the aummer. The agency and BoB will then agree 
on thoae major laaue papers that will be aubmltted with the budget aubmlsalon. 
In the caae of major program expanalon or reduction the agency In Ita laaue 
paper should Identify and analyse the major alternatives to auch action even 
though a final BoB poaltlon has not been determined. Where a tentative BoB 
recoecaendatlon la known. It can be Incorporated Into the paper. Additional 
laaue papera may be . required later during the budget review proceaa and aa 

new toplcB arlae. Other laauea may be dropped they are resolved. 

21* The final declalon package that will go to the Governor will con- 
tain a m^janMTf of thoae major program Increases, decreaaea or reallocations 
on irtilcb the agency and BoB agree. Major agency and BoB differences will 
be Bpelled out in the format of the lasue paper. In aome casea an Isaue 
psper will be required even when the agency and BoB agree If the resource 
or other Impllcatlona of tha agency propoaal merits the careful considera- 
tion of alternatives by the Governor. 

22. The lasue paper should moat dealrable be limited to one page but 
ehould not exceed two pages. The budget requirementa for BY+1 (FY 1978 on 
the attached example) are requestad to indicate the outyear effect of the 
proposal. The aasumptions made concerning that impact ahould bft.explained 
in the isaue paper. Additional outyears may be added if necesaary to Indicate 
the full impact of present decisions. 
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Harratlva for Book I. the Accountability Budget 

23. Karratlvag for Book 1, the Accountability Budget , ahould be auboltted 
to tha Buraau of tha Budget within a waek after. final declalona by the Governor 
on tha agancy'a progma and budgeta, but in no caaa later than January 15. 

24. In each caa« tha narrative muat addraaa Itaelf to the public need 
thAt th« program Mats and tha Admlnlatratlon'a objectlvea. Baqjhaala will be 
on performance and coat-«ffectlvanaaa. The program product (outputs) are to 
ba quaatlflad to tha maxlBum extent poaalble eo that they any b« related to 
prograa coata in a namnlngful manner. Aa each program haa a goal or purpose 
It aarvaa — aoaa raamon for balng a program — It ahouXd be poaalble In moat 
inatancea to meaaure tta accompllahmonta In auch a OAnner a« to provide aone 
perspaetlvm on its ralatlve value. 

25. Tha narretlvea are deaigned to eld the general public aa well «> 
tha leglalmture in gaining an under a tending of what the atate goverment la 
doing, wby it is doin« it, and what it coata. Armed with thla information, 
it ahould b« poaalble to make an Informed Judgment ea to tha naceaslty for 
tha amounts propoaed for 19BT. 

26. FrovSram narrativaa muat be auccinct, devoid of technical terma, 
and held to tha p'irl""" length neceaaary for adequate presentation. While 
brevity la da/airabla, it ahould not ba carried to such extremes that under- 
atandability la jeopardised. Tha narratives should describe progrsms in 
tsxms of fscts or spscific deaired outcomse, svoiding gsnerslities, over- 
promises, sod morsl judgments. 

27. Ksrrstivss should provide explsnations of the.budget requests, 
incresses, decreeees, objectives, end other dsts presented in the. BR-0 and 
BR-'l achaduXaa. When the progrsa la revanue-genereting, the amount of 
revenue and the net coat of tha program ere to be given. 

28. Karvetivea ahould go off from tha preceding year narrative, up- 
dating'^ acHlavament or nonachlavcment " of' objectives ; describing progrsm - 
chsnges snd accomplistoents, snd msintaining aufficient year-to-yaar con- 
aiatancy that e maximum of eccountebillxy ^or-pesruonBsltaents ia -achieved. The 
agency MBO prograa ia alao a aource of materiel for the Accountability Budget 
narrative. 
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INTRODUCTION 



Hotjse Bill 043 (Chapter 460. Montana Session Laws of 1975) provides that the "burlgol 
»lui,vlor shnll implement a program planning and budgeting system , , , for at least nne pro. 
i|ifHM in representative agencies of state government service such as planning, human service 
iltHivery. hcensinij and regulation, and other programs as determined by the budget director," 

The Ottice of Budget and Program Planning has responded to this legislation by designing a 
piogriim planning and budgeting system which consists of three distinct but clc?sely related 
phases' policy formulation, long-range planning, and budget development. The first two steps 
hiive largely been completed, the results being reflected in the Governor's Policy Initiatives 
.Hid the Executive Planning Process. The final step - translating the policy Initiatives and 
miiH:-yenr plans into the 1977-79 executive budget commerices with the distribution of these 
•ind related budget instructions. 



Preparing the 1977-79 Executive Budget 

The Execuitve Budget for the 1977*79 biennlum will be prepared In three parts. The first of 
thesis is the traditional budgeting approach with some significant modifications. Under this 
mothod. a budget reftociing the cost to continue the current level of services wilt be prepared 
and submitted to Office of Budget and Program Planning by June 30. 1976, Then, any desired 
mo<lifications to the current level service request (expansions, reductions, and new activities) 
will be prepared and submitted by August 15. 1976, All agencies excluding those selected as 
pilot projects will prepare their budgets in this manner. Instructions for this approach have already 
been distributed. 

The second part, which will be used by the eight programs selected to be pilot projects, is^ 
required under House Bill 643, It Is described below. 

The third aspect covers the preparation of the Long Range Building Program, House Bill 643 
requires that all agencies prepare th'»ir capital budget requests according to the format prescribed 
by that legislation. The Construction and Maintenance Division, Department of Administration, 
will distribute instructions for the preparation of capital requests in a short time. 



The Priority Budgeting System 

The requirements of House Bill 643 can best be fulfilled by utilizing an approach which is being 
termed the Priority Budgeting System. 

The basic concept of the Priority Budgeting System is that the estimate of financial neeo's for 
a budget program must be justified in its entirety, and is analyzed by decision-makers accord- 
ingly, Program managers are required to biennially assess the benefit derived from ongoir>g 
operations, as well as the need for additional resources. The Priority Budgeting System will 
identify to alt levels of management the cost, benefits, and suggested operational improvements 
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BSsoclBled wlih ihe achievemoni o< desired goals u rid objectives, as esiablished Dy boih iMu 
Coventor's Policy Initiatives and departmental executive plans. 

The process begins with the identification of all the discrete activities within a program. The 
budget request for each ocllvlty is developed in a series of "activity decision packages," each 
one representing the resources required to support n particular output and Impact level at which 
the activity would operate it the fundlr^g request were ultimately approved. 

Decision packages are then ranked in order of priority by each manager in presenting his budget 
request to higher management. The ranking process is further carried out at the department level, 
These department recommendations will then be evaluated by OBPP in cooperation with program 
personnel pursuant to formulating final recommendations for the Governor's action. The ranking 
process offers each manager at each decision level the opportunity to fully express his recom* 
mcndations for the allocation of resources within that particular area of responsibility. 

These instructions and procedures are intended to explain the purpose and concepts underlying 
the Priority Budgeting System, how to comply with the various information requirements of 
House Bill 643. how to complete the various forms Involved, and how to arrange and submit 
each program's final budget request to OBPP. It Is strongly urged that all Individuals carefully 
read and digest these instructions. The concepts are initially difficult to grasp (although once 
understood, they should not be difficult to apply), so it is important that they be fully under* 
stood. Knowledge of the process should not be limited to fiscal managers, A critical element 
In the successful completion of the process is the complete Involvement of both fiscal and 
program managers. In fact, the initial steps In the process should be completed by program 
managers, 

Once these instructions are distributed, OBPP staff will work closely with each of the oight 
programs in explaining the use of the process. It is imperative that the varioui concepts be 
clearly understood at the end of this phase. 
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GLOSSARY 

BvKlgor ?rogrtm Structure. The method employed to organize inlormation and eraminc outputs 
and impacts, it is a statement of the funaions and activities of state government, relating the 
C3ntrtbutK3n of each pdrt to the whole. The program struaure is in turn dependent on g 
c^iisMticatton system, which allows comparisons to be made between similar activities. For the 
purposes of this approach, the components of the budget program structure are as follows: 

1. Functional area: forming the highest level of the structural hierarchy, each functional 
area represents a major purpose of state government. Seven functional areas have been 
identified for current state operations, including General Government, Economy and 
the Environment, Education, Human Services, Community Development, Public Ssfety, 
and Transportation. ^-^ 

2. Program: the major subdivision of a functional area, a program is a logical grouping 
of a set of activities around a common purpose. 

3. Category: the third level of detail, a category is the basic component of a program. 
It can be expressed in goal terms and should reflect the efforts necessary to achieve 
the stated goal(s). 

4. Activity: a disaete function or operation which utilizes resources to achieve specific 
objective(s) through the production of work outputs which have a rne&injreable policy 
effect on client groups or the environment. 

It IS important to note that a budget program structure does not necessarily have to parallel 
organizational program structure. The activity is the b^arc building block and should easily relate 
to either the buJget or the operating structure. For p r-di'ation of the 1977-79 executive 
budget this program structure witt be applied only to those e'rght programs covered by these 
instructions (see Attachment VI). 

Objective, A statement of a planned result, quantifiable within e specific time-frame. 

Workload ind/or Demand Estimator. The impetus for providing the means to achieve desired 
end results (origin can be from citizens. legislation, or natural causes). 

Output Measure, An accountable unit of work produced at the activity level which measures 
the extent of that activity. (This term is being substituted for "program size indicator" in 
House Bill 643J 

Impact indicator. A measure which indicates the effect activities have upon individuals (clients, 
target population) or the environment. (This term is being used In place of "effectiveness 
measure" called for in House Bill 643.) 

Currant Lavet Services. The level of effort authorized by a program's appropriation for the 1977 
fiscal year, plus inescapable increases due to salary adjustments, inflation, etc. (Any activity authorized 
through a budget amendment is not a part of current level services, but rather should be treated 
as a moditication to current level services.) 
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Activity Oadston Package. A means of analyzing the allocation of resources by discrete units 
of operation within a program in an effort to promote more rational dectsion making. The 
analysis focuses on the relationship of outputs and impacts to different levels of funding. 
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THE PRIORITY BUDGETING SYSTEM: PURPOSE AND CONCEPTS 



Purpcne 



In most cases, plans anc budgets ere typjcatly d-^loped by taking the cost of the current level 
ni operation, adding "built'in** and jnes/.apable. adjustments such as salary increases, and then 
requesting addtlional expenditures and programs. This process does not require a detailed 
ruview of the ongoing operations and expenditure levels, has led to ever>increaslng budgets, 
iind places the burden of proof on the top management review process to alter these budget 
requests. 

For the 1977'79 budget, a system is being Introduced which requires each pilot program manager 
to justify his entire budget request In detail, and shifts the burden of proof to each manager to 
justify why any money should be spent. This proced.ufejequires that all activities arid operation 
l)€ identified in "acsivity decision packages," which wlVbe evaluated and ranked in order ^f 
imporrance by systerr^atic analysis. (Activity de<;ision packages are so named because they require 
thorough analysis of the costs and benefits of completing a discrete activity and because the in* 
formation generated as a result of such a process encourages a more rational decision on the 
(Jifsirability of carrying out the activity and. If so. at the most appropriate level of effort.) 

This «ippro<ich should provide numerous bttfieftts for program managers. First of all, the Identi* 
tiotinn of one hundred percent of each activity requires each manager to c&refutty evaluate and 
consider the ongoing need for each activity and to consider different levels of effort and alter- 
native ways for performing the activity. 

Secondly, based on the evaluation of alternatives, the prograrK/ and activity managers Kjve the 
opportunity to communicate their analysis and recommendations to higher management for 
review and ponsideratton in determining budget allocations. 

Third, once activity decision packages have been identified, prepared, and accorded a priority 
ranking, changes in desired expenditure levels for program bifJgets do not require the recycling 
of budget inputs, but the decision package ra.^klng identifiPi these activities (decision packages) 
to be aaded or deleted. 

Finally, t>>e }is^ o) ranked C'ocitifnn can **ea during the operating year to identify 

activities to be re duo*.' or ?npf*rvtjj if allc^tvable expe'^tture levels change or actual costs vary 
Irom the budget. 

The philo«ophy, procedures, and budget forms and instructions for the Morliy Budgeting System 
are described In this manual. Vte Instructions are Intended to ?Uaw a good' deal of flexibility 
in adapting the giineral concepts and procedures to your softcific needs. *'hi5 process has three 
bas:.. forms, which aro Intended to aid each manager in planning ao.d hijngetmg for his activities; 
they are not forms '.o be filled out after the planning and budgeting prcce^s is completed. Once 
ihew analysis forms are completed and the allocation decisions mada. the regular budget forms 
will be used to furviier explain those decisions in more detail. 
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Concept of Activity Decision Packoges 



An activiiv decision piickage iosntifies a discrete function ^ Ov^ration < del»nit»v«i manner 
for management cvaluatio.*: " comparison with other fuP/"JO.%'. irtcludin^ consoqurnces of not 
performing that function. in.i..Qtive courses of action, f/.d co-its end bene\>'ts, A'jJivity decision 
packages will be defined at operating levels below the i>rog'<>rn level in most <J*«)artmen»: where 
discrete pieces of an operation can have meanJnsfuJ rder:iiicatico and evaluatiosi. 

There are two types ilternatives that sho^Jld be considered when deve'-ipinq a/,ctwitv H^rJi-Dn 
packages. 

1 . AUemattvt mtthods of performing :he same activity. This analysis idcntif^iT. 
alternative ways of performing a function. The best alternative is t:hosen anif 
the others are discarded. < 

— If wi Btttrnativt to t?»« currant way of doing butln«s< l» cho»«n. th« r«oomm«iiH^ 
wiy will b* »hoMm In tht dtcliloo packtgt with tht eurrtnt way i^otttx «.an. 
•Itirnathrt. 

- Only oo« dtdilon ptckagt is prtpiftd for the mrthod »«1tcti<l U »hwv» the f*»rfi- 
n»nd«J w»y of pwfooning tht furKtion ind Mtnttfin ttit alttrnativt rXrf oomidtrtd, 
^^ng a brM cxpltnatton of why thty wtrt not choMru 

5 Aitemative ieveis ^^f effort of performing the function. This analysis identifies 
alternative levels of effort lo perform a specific i)r related activity. A minimum 
level of offcct should be established (eighty pv^rceot or less of the current 
biennlum jpprwiation). and additional levels of eftort identified as separate 
decision packages. 

TMs minimum level of effort package. may not completely achieve the purpose 
cf the activity leven the additional levels of effort proposed my not completely 
achieve it because of realistic budget and achievement constraints), but it should 
identify and attack the rnost important elements. In many cases, the minimum 
level of effort may be mudj less than 80 percent of Ihe current level of operation, 
{one exception to this rule of thumb would be start up functions or operations 
that were not up to full speed during the preceding budget year), 
rjtenagers should consider both types of alternatives In identifying and. evaluating 
aach fur-v^ion. Managers will usually identify different ways o> performing the 
same function first, and then evaluate different levels of effort for performing 
<he function for whichever method is chosen. 

The identSficaL.on and analysis of alternatives and the subsequent preparation of activity decision 
packages cannot be made in a vacuum. Guidelines concerning such matters are available in 
the Governon Policy Initiatives, Those Initiatives have been amplified and supplemented as a 
part of the Siitcutlve Planning Process and should provide the basis for the identification and 
consideration of both aitemative methods and alternative levels of effort. 



Formulation of Activity Decision Packages 

Activity decision packages are usually formulated at the next level below the prograi 
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1lH> jyliould promote u detiiiled identifi&ition o( activities. operiJtions. and dUernativeb by those 
nidii^ngecs moM familiar with the task to be performed, as well us generate interest in and . 
commitment by those individuals who will be responsible lor carrying out the actions identified 
in ihe approvec^ packages. 

To t>eoin dtviloPing •cttvity dechion ptck^ges. a man«Qer miohi logically lUrt by idtntifying the 
cuntnt ytar'i operaiioni. Tht managar can taka iKe curreni yaar^ axpandiiure (evtl. idantify 
tht tunctioni or oP^failoni craatlng ihU axpania. and calculate or ntimaTa the coiT for aach 
funciion. Aftar currani oparaiioni hava btan brokan Into activity dacision packagtt, the managare 
can start looking at iha rtqulramanti for tht coming yaar. 

The identification of "business as usual" lor current) levels of effort and funding merely provides 
the bdsis from which each manager will consider operating requirements for the eruuing biennium. 
The real starting pPint in determining the next biennial budget occurs when alternatives to "current" 
levels of effort are developed by evaluating different ways and/or levels of effort to perform the 
activity. If an alternative to the "current" method is chosen, the so*caIled alternative method is 
incorporated into the recommended package and the "current" method is identified as the alter- 
native. At the conclusion of the formulation stage the manager will have identified the pro- 
posed functions. whiCh will fall into three categories: 



1. Different ?• lys and/or different levels of effort for performing 
the function: 

2. "Business as usual." where there are no logical alternatives 

so the present method and level of effort is racomrn'jnded; and 

3. Packages for new functions or operations. 



Before iferforming the anatysis rttevant to the various activities^ a iist of those activities which 
Witt be the ntbfect of the decision packages should be discussed with OBFP. 



Activity Decision Package Ranking 

Once all activity decision packages are completed, successive levels or management will rank alf 
of those packages in priority order of importance. 

This section suggests some ranking procedures that may be of help to each manager in ranking 
activity decision packages. The ranking process attempts to provide management with a technique 
to allocate its limited resources by answering the questions of what objectives should attempt 
to achieve and how much should be spent in this attempt? 



Management can try to answer these questions by taking the deciiiiio:« .'«c^.?5e2 identified and 
analyzed and listing (ranking) them in ordcf of decreasing benefit tn <:x,h \if^^n\zat\on. Manage* 
ment can then identify both the benefits to be gained at each expenditure kv«l and the con- 
sequences of not approving additional packages ranked below that expenditun) level. 

The initial ranking of packages should occur at the o.'oa^izational level wh&re the packages ore 
developed in order to allow each manager to evaluate the relative importanr« af the various 
activities involved. This ranking will be reviewed at higher organi;.«!tionat levels and used as a 
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guide for merging those rankings. At (he lower organizational Icvuis. rankings can be done bv 
an individual with adequate detailed Jtnov/'edye ol the areas invPlvecJ. Howevtir. at j|«e higt»ef 
levels the expertise required to rank pacJrA^5S m?.v Jbe best obtained ihrough a joint review and 
analysis procedure similar to the one CL'^-VMly being used in considering the execulivu plans. 

Two prot!!em areas can be expected Cu>ing the initial implementMion cf the rankinrj process* 

1, Msoagcjrs nay f-ave Ji^ceptuaf difficulty in ranking pfKikagc^s that 
they consider "rf?quirernenti" and may expres:; concern as to thcr; 
ability to judge tha rtilative importance o1 dissirtvUr functions iwCC 
many packages require subjective judgrpent. 

2. The number cf decision packages may be too great' for the time 
mantVjement has available to thoroughly evaluate and rank the 
packages. 

The difficulty and the time consumed in ranking packages can be reduced, however, if mailagers 
do not concentrate oR ranking packages that are high priority or "requirements" and are well 
within the expenditure guidelines (other than to ensure that all alternatives, cost reduction 
opportunities, and operating improvements have been explored and incorporated as appropria(e). 
but instead concentrate on discretionary functions and levels of effort: and do not spend too 
much time worrying whether package 4 is more important than package 5. but only assure them* 
selves that packages A and 5 are more important than package 15, and package 15 more important 
than package 25. and so on. 

Ranking packages at each organizational level thus allows the responsible managers to evaluate the 
desirability of various expenditure levels throughout the planning and budgeting process. 



Conclusion 

It is important to note that the basic thrust of this approach to planning and budgeting tp to 
re-focus attention on the outputs (work accomplished) and impacts (effectiveness) of a program's 
efforts, thus enabling a clearer understanding of the way inputs (resources in dollars and personnel) 
are managed to achieve those results. In fact, the relationship between inputs and outputs is the 
basis for evaluating efficiency (or productivity): the relationship between inputs and impacts 
establishes the basis for judging effectiveness. Thus, the Priority Budgeting Process builds upon 
the strengths of the traditional input approach to budgeting by providing program and fiscal 
mar agers. as well as executive and legislative decision-makers, with a much more concrete assess* 
rr>ent of both efficiency and effectiveness than they have ever had before. 
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S«ate o£ Rbxle IsUnd and ProvidoKX PUntatiw 

SXECtmVZ CHAMBER. PKOVIDEMCE 



PhUipW.Kocl 
Govtmor 



July 27. 1973 



TO: All Department Directors 

and Agency Heads 

FROM: Philip W. Noel, Governor 

SUBJECT: Zero-baae Budgeting 



Introductory 

You will recall that one element in the range of assignments I set for my 
Bdminiatration was the introduction of zero-ba«e budgeting. 

i 

I share in the concern of all taxpayers that our government may well 
have lapsed into carrying on activities - maybe even eutire programs - as 
matters of habit and routine . as the continuing exercise of effbrt perhaps 
without product, and the spending of public funds in the conduct of things 
which are questionably effective in reaching any objectives whatsoever or are 
of doubtful value for our times. 

This is the origin of my firm position that in developing budget requests 
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for the coming year every department director is mandated to work within the 
concept that 

... program justification starts at zero dollars; 

. . . every activity is subject to question, starting 

with whether its very existence is warranted and, 
if 8o, what is its relative value in reaching 
program objectives; and 

. . . further, if an activity qualifies for introduction 
or expansion, such should come about through 
the judicious devaluing of other activities. 

This is for the most part the essence of budgeting from zero-base. 
Activities are examined, assessed aa to need and effectiveness r and there- 
upon adjudged for continu^ce or downgrading or upgrading. Generically 
this is to be the objcctivo in preparing requests for funding for 1975. 
^ I fully realize that a formalized system to this end could entirely displace 
the existing budget preparation process, or, otherwise, the concept can be 
factored thereinto. Since I will be more concerned with the conclusions of 
judicious management than in what might result in an essentially forraalistic 
display, our major move in the preparation of the 1975 budget will first be 
to embody the concept of base zero into our considerations. This will permit 
UB to continue the on-going development of program budgeting while 
particularly stressing the point that everything demands justification before 
any dollars are provided. 

To carry off this tssk you will be required to evaluate your programs 

and activities in greater depth and in p. more objective manner than in the 

2 
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p»jt. The pattern to bo followed la given below. As for the outcome, every 
element of success will be an advantage to the eff&stiveneas of government, 
will impact favorably on costs , and thereby will be a stroke in favor of the 
taxpaylng public. 

The 1974 Setting 

The budget document for fiscal 1974 contained a considerably upgraded 
format displaying newly-developed program information and a restructured 
presentation of financial data. Customary agency descriptions, previously 
focusing on organizational characteristics supplemented by supportive program 
and financial data, gave way to a schematic presentation based on departmental 
and divisional objectives and activities, linking thereto prior year pro*gram 
results and intended accomplishments for the upcoming year. The underlying 
rationale for this further move toward program budgeting was that by displaying 
activities of state government in terms of purposes and outcomes a much improved 
vehicle for explaining and supporting requests for appropriations would result. 

The division of budget working closely with top-line personnel in the 
various departments developed and applied this new budgetary format to most 
governmental operations . Unfortunately, because of constraints of staff and 
the statutory deadline for budget submittal , there was not sufficient time to 
completely extend this approach throughout the government. For the 1975 
budget, however, all departments and agencies are to plan to have their 
presentations in this format. 



35S 



Moving to Zero-baae Approach 

Entzy into the pattern of assessing and evaluating all activities from 
baaa zero is to proceed as follows (on forms provided) : 

1 . Department directors and agency heads are to re-examine 
the FV 1974 budget presentation of your (a) program ob~ 

jectives and (b) particularly the activity hierarcMes , 

with a view to modifying or re-casting such, if the 
case requires, so as to conform more closely with pro- 
jected 1974 operations. 

Special attention is to be addressed to activity classi- 
fications: 

^ . . . where there are omissions, activities ore to 
be added; 

. . , where refinements are necessary, alterations 
are to be made. 

... on completion , the re-aligned structure will 
be a designation of all agency activities to 
be performed during fiscal 1974. 

2. Moving a step further, you axe to assign your estimate of 
the priority rank of each activity as an indicator of its 
relative importance vis-a-vis other activities in the 
attainment of program objectives. 

3. Additionally, since the hierarchy of priorities can 
ordinarily be expected to correlate with the comparative 
degree of funds allocated, you are requested to reasonably 
determine (and set forth) : 

(a) the amount of agency funds allocated to each 
activity, and, alongside, 

(b) the percentage of agency effort each activity bears 
to the total of all activities; it is recognized, of 
course, that this percentage may or may not 
correlate with the allocation of funds. 

4 ' 
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The preceding are neither simple nor surface actione , They require a 
Idnd of program-activity-aoulsearching which may be new to some and which 
in any event is never easy. They will, however, increase and intensify 
awareness of the relative degree of necessity of work undertaken. 

Moreover, so assessing current FV 1974 activities is a pre-requisite 
to the follow-through for FY 1975, 



Budget Request for 1975 

For fiscal 1975, the same activities review and analysis process is to 
be followed. For the zero-base concept to begin to take hold so as to pro- 
gressively permit decision determinations to be made upwards on the continuum 
of least to highest values, a number of additional advisories and factors must 
be adhered to. They are as follows: 

1. Obviously, the 1974 appropriations level is not to be 
construed as the starting point for 1.075's requests, 
with all activity analysis and justification largely 
centering on changes incremental to that level. 

2. Program activities are to be analyzed and justified 
in the context of carefully delineated objectives, i.e, 
as stated in the 1974 budget or recast in the re- 
assessment thereof, 

3. Activity costs are to be calculated from base zero 
according to targets set for 1975, i,e. how much will 
be required to fund anticipated accomplishments, 

4. You are especially re«2,uested to indicate how the cost 
of proposed (expansion or deepening of any on-going 
activity , or the addition of a new activity can be 
offset by cost reductions as the result of 

(a) the diminishment or abandonment of other 
activities, 

5 
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(b) the introduction of more efficient program 
alternatives. 

5. You are to designate (a) the priority rankings for 
requested 1975 activities, and (b) the percentage 
of agency effort of each activity to all activities. 

6. Finally, from the structure of your detailed budget 
requests for FY 1975 - which follows the itemization 
pattern evolved through FY 1974 - you are to apportion 
the amount of funds assignable to each activity. 

The redeployment of effort (#4) and funds is left to 
your management judgment. 

Enclosed herewith is an illustration of the form to be used in implement- 
ing this movement to zero-base budgeting. Child welfare services which 
appears on p. 41 of the 1974 budget is,the illustration; its completion is. 
of course, left to the agency involved. Each budgeted agency will receive such 
a form, with extra copies available. 

Additionally^ forms will be provided for the submission of presentations 
and data relative first to items #3 and #4 of the section herein on the budget 
request for 1975, and otherwise for explanations relative to any other segment 
of the budget request process. 

Enclosed with this document or soon to follow are the appropriate bud- 
getary forms and instructions for building up and aggregating the body of cost 
data relating to agency operations. These follow the on-going pattern. It is 
the disposition of such requests which will be affected by our movement 
toward zero-baac budgeting. 
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During the month of August or very early in September, I will meet with 
each of you to stress my concern for this assignment and to discuss your pro- 
gress and problems in responding to the effort required of you. The budget 
office will make arrangements for these appointments. 

Since rely, 




Philip W. Noel 
Governor 



Enc. 



\ mocRAHAiuLVJissimitY roitmui \m 



Dlvlilon o( ludgit 



DfpirCunt o( Adslnlitritlro 


Dtpirtntnt 
Sodil tm R(hib. 

Ssrvleai 


Dlvlilcn 

Comunlty Servleti • 
Child Velfir« Servlcei 


Account KOi: 
1232.100 • ' 


Hijor ictlvltlti 


1974 Pronram 


1975 RiQuii 


t 


Priority 
Rinklnj^ 


AUoeitlon 
Fundi Effort I 


Priority 
Rinkln;;_ 


; AUoeitlon 
Funds EtfMtl 



SflcUl Sirvlcei ! 'provldei prevefltlvo, lupportlvj ind 
rehibUltitlvt iirvlcti to chlldrin In clitlr own hooci. 

I 

Protectlvt SorvlCBi ! ^fftri prfltacHon fur ill cMlilMn 
vlio ire living under liizirdoui condUloni ind vho ire 
ibuied, neglected or exploited by tlielr pirenti, 

Foiter Cirt ! .provldei cire for children In foiter finlly 
honei end idoptlon honei, group placemenC It the chlldren'i 
center or In other ipeclilUed group ficlUtlei, Thli 
direct cire progriB li iviUible to ill children vho may 
need foiter cire for in Indetennlnite period of tlnie; cue 
work lervlcei to the children ind nituril pirenti li geired 
towrd the teconitnictlon of the nituril fully, 

Diy Cire ! uiiUn lervlcei In fimlly diy cire hcoei for 
children nIio need fliy tine cire rither thin full time 
foiter cire. 

• TemporirY Shelter Cire ; -provldei children with ewrgency 
ihelter cire end entotloml lupport neceiiltited by i 
crlili In their nituril fijilly, 

InveitUitloni : .Inveitlgitei child nirrligei required by 
n Ty 0 lev, idoptlon plicementi ind petltloni of children pliced 

n 1 V for Idoptlon by other thin i Ucenied chlld.pliclng igency. 

Ikmki ; .llceniei ind niilntilni itindirdi in ill child 
^ placing igenclea, chllii.cirlng Initltutloni, day cire 
centeri ind prlvite homei boarding children. 



^Additional Ott-golng Activity 
fPropoied New Activity 



ERIC 



ZERO-BASED BUDGETING 
IN NEW JERSEY 



Hichael J. Schelrlng 
Program Analyse II 
Bureau of che Budget 
Scate of Neur Jersey 



371 



3U-1 



Mlcaael J. Schclrlnt is a I'roKram Analyst II with tl^/- ':r^^tam 
Policy and Evaluation Section of the NVw Jersey Bureau oS the Budget. 
A graduate of Kent State University, he holds a naster's degree in 
Public *\Uoinlstraticti. He has held positions with the Zutthw. of City 
PJanning in Harrisburg, Pennsylvania, the Office of InsticutioTrnl Research 
ai Hans£i<8ld State College, and with the Center for Covernr t 
State University. 



This article de^''^ib■<^a the 'i:ero-B/jse Budgeting System of the Stats 
ol! Jersey. It ervjaerates the ains anH pitfalls of zerc-based 
bud^etinK, plus. It identifies steps to avoid hazards when implementing 

ZBB is a system in which each governmental program, regardless of 
whether it Is a new or existing program, must be justified in its entirety 
cacii time a new budget is formulated. It offers management a practical 
tool for evaluating program benefits versus costs, a method to redirect 
profc';«ir'> «ffort» and fiends from low priority escisting programs into high 
;>riority, possibly new, programs, a means to improve efficiency and 
-effectiveness, and a rational way to reduce and control budget, growth . 
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zERO-rtASE buik^etlm: in new jersey 

Back^rround 

On July 22, 19 7A a nemorandun was issued by Governor Brendan 
Byrne Co Departments and State Axencleb. It callc'd on '''all managftrs 
at all levels to question the continued need for every program and 
every activity within every program of our State governaent and assign a 
priority ranking to each such program and activity."!/ In accordance with 
Che Governor's directive, zero-base budgeting was instituted to evaluate 
present and anticipated program funding plans, T/.us, New Jersey Joined 
the growing list of governmental agencies aud private Industries utilizing 
ZBB to prepare budgets. Currently, the States of Georgia, Illinois, New 
Mexico, Delaware, and Texas are experinentlng In some manner with zero-base 
bud»;vtlng trj^hniquesi. 

Governor Byrne was urging the zero budget concept in conjunction --Ith 
V»l* tax reform program, declaring that the tax package, which included a 
gr.iduatcd income tax equal to 12S percent of the taxpayer's Federal income 
tax lUjllity, was designed to limit u cure property tax rate increases 
by municipalities and counties, Thtccfore, the Governor stated, the State 
has to adopt a policy of frugality in spending.2/ By Augusc, the tax pack 
proposed by Byrne had been skillfully pushed through the Assembly only to 
brscalled^in the Senate Indef InTte ly. The State estiiiated that a "deficit 
L-:inging froa 350 to ^00 million dollars would face the State in the 1976 
fiscal ,*^ear. This deficlc estlaate did not include what was projected the 
Scico would have to pay to the local scVr.ol districts to meet the terns 
oi a lover court order (the Botcer decision) on school aid. The rainlaum 
..sri.Ti.tto tor I .r«»ased State «chool nld was 150 million dollars which was 
to €,rn/ i^:0 Million dollars as a result of a decision^.by the State's — 
Sup ret?- ■ 
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The fiscal lUii tfcononilc fitv 1 rortaunE ot New Jer.-;«y served to provide an 
aCQOsphere conduuive to iapieaentlng rero-base budgeting. As the Governor 
looked ahead to the next year when the full effect of the deficit would 
be felt, he remarked: "It must be clear CO all t Lxat for some activity or 
progroas, appropriations in Fi (fiscal year) 1976 oay have to be eliainated 
entirely or redu":ed below the FY 1975 level. "4/ 

The objectives of this article are to describe zero-based budgeting in 
New Jersey, to point out its .lios and pltf.iUs» and to identify ways 
to avoid hdzarda when iaplk^aiinclng ZBB. 

9i=3ct Iption of Zero-Based BudgetlnS in New Jersey 

Zero-Based Budgeting has been detained as a system whereby each governmental 
program, regardless of whether it is a new or existing program, must be 
Justified In its entirety each time a new budget is fornulated.5^/ 

The basic steps to zero-base budgeting are: 

1. Identify and describe each discrete program activity in a 
"decision" package. 

'"a prograia activity is defined .is a distinct function or sphere of action 
directed towards achieving a program element objective.^/ 

2. Evaluate and rank the packages by benefit verujs cost analysis* 

3. Allocaro the t esources accord Ingly. 2/ 
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Jersey ZBB recognize, .his l...£ ar.d also r.c=,„i=« thac what 

„ c..e b«c allocatior, o£ fund, is oatc.r of subjecti-^ Juds^.nt. 
N... Jersey's :35-uv4ie= to provide stif. d....lor,:..<«rs ui-.:-. the 

information to piss ::or= rational .ubj«tiv. Jud.««t,ts ar,.:l tho abaity 
to evaluate and realign prosraa priorities. 

Three budget fOniis are crucial to providing the declslonnaVers ulth 
the need.d Infor^tlot,. They are the Zero-Base Budget Requests - Priority 
Packages, the Zero-Base Priority Ranking Sheet, and the Performance Analysis 
form. These forms serve as. a "decision" package uhlch identifies and 
describes a program activity In such a manner that management can evaluate 
Its benef... at,d rank It against other activities competing for limited 
resources and then d«lde whether to fund It. The fo.^s are designed 
to provide management with an Indication of t.ne obJecMves cf Che program. 

the activities by which the program objectives «r<, to be achieved, 
tho benefits expected from the program, the ..•a'.ltatlve and quantitative 
effects of reducing or not approving the program ^.ctlvlty. the expenditures 
of funds ami personnel the activity requires, and the effect on personnel 
• -and resources' If - the aUocation oE-tunds ls-.reduced..or,..r.ot.,.allotted, at__ 

ii 1 1 . 

For example, the Zero-Base Budget Revae.t - Priority Packages form 
displayed below as'lS the agency to: 

...state the objective of the proifram activity 

...list the K'riiblJtive statutes that would need to be 

repealed or an.nded at the various funding l«eU: 0 Percent 
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bO percent, 73 percent, LOQ„.pttrc«tnC , Z.25 percenc, above 125 
perct:nc fundings of che current fundinK level 



» r .-JK'scr Itpe chr> «(uultcaclvc t^t feces or ImpiicCs ot txtndinn che 
'program acdvlcy ac che ditfercnc funding Levels 

...evaluace che quancicaclve effaces ot each funding level upon 
che program accivtcy 

...escLsiaCe che eCfeccs of each funding level on budgeted and 
dedicaced revenues, and 

.«.indicaCe Che eCfeccs of che alcernacive funding levels on 
personnel 

' The tntonnacion derived froni chis form accempcs Co provide answers 
Co che cencral quescion of whether che benefics co be lose where funds 
wouLd be decreased outweigh the benefits to be gained where funds would 
be Increased ur maintained. The answer is conditioned in part on the 
effects and impacts on what outputs and inputs would be lD:#t or gained, 
and on the decisionmaker's subjective Judgement as to whether the outputs 
and Inputs are valuable and desirable. These judgements are made by various 
officials in the management hierarchy. 

The_2ero-Base i'r lor icy- Ranking Fonn-serves-chrough a vanking-process — 

CO prioritize the budget judgements of managemt'.'nt deciTiionc^ikers. The 
form requires the agency to rank the program activities within a program 
subcategory in priority order at the various funding levels. A ^sample 
c^^npleted fom has been reproduced and displayed below. 
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UtUUinK the ZBU BudRtst U«<HJeHt Priority "ackage forms, vhleh have 
rtrqulred agency cianagers Co describe the consequences of various fun.ilng 
levels on perfomlng a prograa activity, the State declslonnaker at various 
Icjvela Is abltf to eompare and rank the "decision" packages In a manner 
that will be consistent wich the desired objectives and that will seek 
to optimize the program's success In achieving objectives and beneflcs. 
The budget decls loiaakers are then able, utilizing the ZBB Priority Ranking 
Eona, to accept or rejecc a' discrete level of effort and to Icnow ttie effects 
of c^-rr^r decision action. En essence, ZBB furnished the decisionmaker 
with the Information necessary to make a determination a? to whether funding 
at a current. Increased, or a lower level Is justified by the benefits 
CO be realized or lost by a particular funding level. It serves to answer 
the <{uestlonH: "How much should we spend?" and "Where should we spend 
lt?"9/ The ranking process provides management with a working tool to 
evaluate and .U locate Its resources In a more rational manner and gives 
them the ability to reallj{n program priorities. 

The Performance Analysis form of che "decision" package serves to 
'.'tde additional performance data on the outputs and effects of various 
prograna. It provides historic data, current data, and projects the 
I'tfects ot nltei'iMtive funding levels on future performance data. It 
;icC3 to supply more detailed Information on the effects of management 
decisions. It helps to make a decision, which by Its very nature must 
he subjective, be ac le.ist more rational. 
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Ai nia ut New Jecsf y' h XOa_ Sy s t uo 

TJt«v Jersey's pcmt experiences with progron budgeting served to £acllltate 
the Introduction of ztrro-bjiae budgeting. It provided n program structure 
■an.l the nt-ann to classify program activities. Progran budgeting had developed 
Int'ormatlon on progriuaa, the initputs produced, and In tsany cases rudimentary 
data on the costs of the outputs, and an Indication of the effects and Impacts 
of Lhii program activities. 

The Pi'BS . approach w.is aeanc to be effective In hr'lnglng out Into the open 
previously Inar tlcula ted assumptions that were utilized Co justify a given 
program. This concept was to often consumed by bureaucratic rhetoric, providing 
the decialonm.ikers wJth Hcant help. The zero-based approach, we felt, would 
force all participants In the process to focus on the necessity for choice as 
the key aspect of hiidget making. 10 / Thus, under mounting fiscal pressures. 
New Jersey tried to build on Che PPBS C(!,' : . tques. 

ZBB la att.^nptlng to force state decisionmakers to begin to combine planning, 
buiigetlng. and operational decisionmaking Into a systcmaCic management process. 
It seeks to require managers to quantify both the anticipated costs and to provide 
projected performance measures on the outputs, effectiveness, and efficiency of 
the program. Hopefully, 2BB will begin to provide the detailed information 
needed Co do comprehensive program evaluations. Tt sought to aid ch«? manager 
and the budget decisionmaker by telling them wh£.t changes in the quantity or 
qjiallty of each program's outputs would occur if funds cere decreased or incrca:;ed. 
It attempts to furnish the decisionmaker with the Information necessary to determine 
whether the current funding level Is still justified or whether a lower or higher 
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'fandln)4 level will provide greater overall pronran btinet'lta. ZBB trl«s to 

licit agency intent ions on ho*^ noney would be spent and what perfornance resulta 
Cijuld be <:xpeirCtid . tt sotikjljt to provide nanaKsment officials ulth a vehicle 
to lJ«nclf>' pusslble areas for reduction if thd executive budget recomnendationa 
were lowered by the Legislature's Approprlacion. ZIJB attempted to become ;» 
useful tool in determining budget Itataa to be vetoed by the Governor when trx- 
Leglslaturu forwarded an unbalanced budget. 



ZBB aiaed to provide decls lonmakeri; wlth'the ability to examine program 
objectives and programs that were based on statutes that were enacted to meet 
problems or needs that were priorities of days long past. Both the statute and 
the objectives are brought up for re-evaluation. Thus, whole programs that owe 
their continued existence to a legislative action taken long ago, which are 
contlnudllv refunded withou.' question, now are to become questioned and focused 
tipon tn tern;: of need Cor, benefits to be derived from, costs to be incurred, 
and In terx, of priority with other programs, both old .nnd new, that are 
competing for scafcB dollars. 7.UB charges an agency to develop a defense of 
Its budget request that doesn't rely on the perimeter of constructed trenches 
of previous appropriations. 

Another^.Tim ^L-JiBB was to pr53y Ide^ budget ,dec lslonmarce£s w^^ 
w.»y to reduce and control budget growth. For the past decade, New Jersey's 
Scate Ihidgets have Increased at an average of 16.8^ a year. The State has 
been faced in the last two btidget years with marginal revenue growth, and 
rapidly ^-.rowing needs, particularly In che area of state aid. Inducting Medicaid, 
Migh»?r Ktidiratlon, Mass Transportation, I'ublic Aswlsr.anco, and educational 
Mv.rt for Che Local School fil 'itr I.: tn . In addition. New Jersey has no State 
.,, .'He tax. b.ven if New Jersey achieves general tax rcfom through property 
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cax relief and the Imposition ut a p*rrnon.il ini.[jta»! tax,* -.nich .i ruin i»t fjiui«t.«t 
growth t.'an tiot be sustalxittd. 

As can be 'jeen Lii Table I, after ve.irs at larKe budgec increases, Che 
fMiv»trnor auhaitted to the Legislature a prijpohisd budget with a 1.8,: Increcise. 
'th'.u was the lowest proposed bud^er Inf rease »n 21 year:; for a State ubuse 
uver-Jft'i budget lngrea:ie during chat period yaM 1^.77^. 

ti(j.*iLy tietcLoiI, the budget for the 1976 fiscal year was reduced by 
3* be low the previous fiac.il year's appropriation. 

' want to make It clear that on this basis, I not elaiaing that Z2B 
h.j 1 tiui.ijpp lUheil !ii^ri i f icant savings and ri2volutionl::ed the budget process. 
Tilt; ^^^duction and control ot N'ew Jerst-y's buusut ftrovth has occurred but 
ijhnu 111 be viewv*! in perHp-.-ct We n^^.iinst fjthtjr f.ictors such as cisiial 
ntvt-'ssicy . Only clae and experience under a varitity (if * l;;cai clrcurastanciiti 
wiU prove whether ZBB achieves the aln ot run t ro 1 1 i ng budget growch. 

for fiscal year 197 7, New Jer^Je'/'s banic ''no new revenues" budget purposeij 
an increatie of about 2Z — a figure which wnuld brin^ Scate spending back to the 
Ivvfl of a year a^w. 



A>tain. the pin: nost? of ZBB is to act as a cool that assembles needed infonnacion 
ami i<!entifies the choices available to the dec is lonraaker . Dec Itiionaakers are 
always forced co choose anon« »:onpetin}: demands .Vnd "from the scandpoLnc of 
pol if>-makers clu* hmUot process ultimately must be iuJiied by how well it helps 
i\\'.';n to ov.thjaCe .-iml compare competinj^ demands iiuS tlus helps ti« make choices," 
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! "Buiiijet! Stote of New Jersey for Fiscal Ycar ll)75-76" 
FcbriLiry, 1575, p, J4a. 



Pl tfalla and ProbUma of ZBB 



Since the concept of zero-based budRetlnjt La atlll new tu the State of 
Ni'w Jorswy, •ui ifxti»n'»lvt? ] Ist ot probltitas can not brt offered. 13/ New Jersey's 
"honeymoon'* period with ZQW has not. iMided . Huw»tver, problems <uid plCtaHa 
h.ive b»ien encountered In the following areas: 

1 . aK^ncy and utaff resistance to the aystem, 

2. lack of understand InK the baalc concepts, and 

3. c{uallty of liotuti of the Information submlctcd. 

Stime agencies complained that their program activities are so Interrelated 
that one activity cannot be separated for funding purposes without affecting 
several other program .ictivltltis. AK^ncies w«»ro reluctant and found It quite 
painful to develop a prlorich ranking oE proKfam activities. They would 
constantly argue that all Vh^ir ^/fo^^r.-ira activities are Important. 

Budget Btiroau ti l. ' ut accept either complaint as vaHd. The Zero-Base 
Budget Requeisit — v.i' ; ; - V.'j^e tomj provides agencies with the opportunity 
to i*.v.plain the int«*i- . , ,'-1 oE progr;u!i activities and the effects of 
a Ir fr native funilitii I • n\ the individual program activity and on other 

pro»;rani actlv.'t io... 

The agenclt'S* ' : ' teulty with establishing a priority ranking of 
pro/jTam act U U; s w.'> ^. analdered a psychological problem of reluctance 
lu uLM. lue up ;l o^^raia iicclvlty cuuiet* fit St iti ! 1up1.1L' taiice , and a leluctuuCe 
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C-j lt.rni.iti lntora.it ivn th.il an'.hr r.-"!»ulf. in .» It.'-i-r l"jJ(r;et rtr. uEnend.irion 
i-ir i j»ro.<ruz .ictivrcv th^it w^s rankt^J U-w cm z\w to:»«n pole. 



;i;iency resi^ic^n.:^^ co die /.i-'ro-bd^t; iVbCtfa iu inherent co che system 
m rhat the deciiiun procesy noc bfct>;se.-i nurc cU.ir and open to scruCiny, 
Sunjf a^uncieb view thli upenn«r^^ Ji. .1 Lhrc.Jt, uhUe others view it as 
a vjI'ubU aana^i-T i ll tool,l£/ A>?enclei -ind stJit are generally reluctant 
to .•nhrace any systea that will disrupt the way things have been done 
in the past. 

The Staft ot the Budnet Bur-siu in 'Jone instances rirsit>ted the ZBB 
•iviit'in. This was ».'Sp«;cially true ot older personnel who had seen various 
it:i.!/..-c ./••teas { 'JQ" .ind >!.iir/ que^itioned whechr-r th« budget rcan.ixenent 

w,i, -.trorigly b^-hind nak-inx zero-ltase buJi;etin>; .1 reality, Youngt;r staff 
s./t'r.'d to be more int.- lined to ..'nbrace the ;:iiB concept and to utilize Ic 
in I .>rr:ularin?? tneir bud^-^t reroisnendjt iuns. Wildavsky and Hanunan Invest iijated 
t tie '.tat:f reaction the Pep-ittn^nt u: Aj^ricalcure where zero-base budget In^i 
was i:5pleaented. They indicated that "For the large minority who expressed 
p<>s;tivt' feelings about 2ero-bas« bud^c'ting, the expt^rience appears to 
hav^ s.itistied a lunj^ing to believe th:it they were proceeding according 
to the canons of rational nechods of calculat ion,"lS^/ 

Many agency personnel expressed the opinion that 7.BB was just a 
i: l.>>sy public rL'Iations ?;l=''i^^»^l^' The-/ telt that nuch of th« inforaation 
J».T.and:i plact-d upon th«tn would not en:er the picture wh«n it cime tine 
t.- ■ jke bud;;et Jt-,'i^ions, 4'ich^r bv rh^* :i)iinu-v internally, by che ci'ntral 
b'j'i.;-*: otfii:e, or hv the (;overn>.)r ' s mf Ic** in nakini^ bud?,ft rrconnendat Ions 
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t.j :ht« !...■/:: ..lj:utt.' . in itijiw . .i.-^rs, lU*- o;>inlon prob.iblv jirt»v«'4l to h^i 

.. su-f the !>i:.i^vt .l.-i-i^i.jzmakin^; pr-.vcis. :.':•> natter what the bu<ij;ecinx 

vai^ lo. r*ci, li:ic-iCea bud.:«e: in^, t'i'B, or /.BB, the dec ij ion waters a Iwavti 
t'«-i.)ne Ijv tMe above tac:i.^ri. hVw hjiU^t ilvi- Lriions could <:l«;arly 

L-v atcrihuLcii tu Lhc- svCij-b.i-^K truJ^tJt. txit it was a definite factor in 
in! luv'cicin?; canv ot th^ buj»;ec il»ii;i:Jion:i that were nade.L6/ 



J'roblens (2) and (3) are bomeuhat related. The Budget offict? received 
ti'ras, with the Uif •naatiun requested under 233, that ut^re poor nr uf 
t-ediocre quality. Fare ot the jiroblea Is undoubtedly due to a lack *)f 
iK'.ilerstanil uf the concept;* and procedures involved in zero-base bud>;etlag. 
I'iw .iJ,l'n^:l^.' ^ .iH.i th^ Bureau ot th« iludi^et had only a ithort t iae in which 
».«• i.-jp U-meii: :ric: systca. Tht-retore. t. Lne available for training key .isjency 
:>■■: jinii'fl VI, iir.iri'il. Another reastm tor the deticiencles in the subciLJsiony 
oi ai;«ncv inrorr^ation wa*> th^ t im«; i nn.-»rraint j.;lven :i>j;enciert to cocplete 
ziu: tura-i. I.atitly, much Lir the intora.it ion available to the agencies 
i>n pro;5r.in actlvitici was onl.' available on a Dore a^xreRate level . LaFaver 
jnJlcattfd that: "fil^torlc cost and pertoraance data are seldon available 
hv the deci:;i-'n unic."J_^{/ 

An aJditiunai probLea w.j> the lack of staff tine :ind Tualifierf ai'aff 
ti- do proper pffi^ciD analysis .)f the dtici^iion pat:ka>;es. In aany cases, 
;-..To-baiJe 'iiT'.'i-d to hlf;hli^ht the pr'>>;raa probJi.-TS, LSjiuen, and alternatives 
which only acrt-nted nana^eatrnt * pr?rp K'x it it::* in tryin,^ to find ne^tietj 
i- ' I lit i-^n li t ^ii'«*rnab le hr-netit; in rosr reductifn or nanaviecieni ir:iprov««rnHnc 

r»'«ult«'d rnn ri-.' .-tTn-S i ,t' pr-<<"-s-,. A.j I.iKavfr wrnrfit "»\ ronpt'tfnt 
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rcaionabliJ tu cxpe-ct a aft rjrm^, to t-nabb.- .ui ii/^.tn-.ry to an.tly.-ru 
iij.'l: to the ::.Jtisr action oi a critical analyst. Aii :>ueh, igr.ii leant 
}•.•[l:■J^i^ ui tin- to bt? rtisef.vd for indep«-ndent L':<:tz:i nat ian . N«:w 

j -r'as usually i tictr^i."^^ rather than reduce Clie need lor inch analy'ii:i."lH^/ 

Another j»rubleD ia that a^eiic ii-'f. who had ;ii;4nl f leant nmuuntG of federal 
tu;:dii ccnnvctu-J to their pro^^ric^ or ri.'v;u lat lu;4 a«^.-ncle,'. who^e appropriations 
arc t:«;d to the revenues rt;*:eived irtm the indu-^trieb ruKulatcd v/ere not 
r- /iii-ed i;rLtii:ally at the variou> alternative funding levels. If revenue 
ti.jlljrs were t'> be lo;>t where zero-haae analysis Indicated program cuts 
ut-re re.iaible, the warranted zero-base tlecL-iion was nut taken. A nanajienent 
aociun -lucii a^i thia Li* not a imi<iiie proLflen ut 7.\iQ. 

t'anv i»: t'l.^ pr.»bLe:n.> and plti iHs o: ZUU in N'ew Jer^iey mirrored the 
; iH t- i-raMt-n . tJiat were i-xper len.-uJ undrrr I'l'B. 

:o V--.> ld 'l^B iB?J^=i.'rill;JtJji'l llLr^ir^^ 

Scat'--:* or other It^v^ls |L;us/»rrnnent who may be conbid«:rinK tht2 
ir.,)IunHnt It: i ;n tf 7c:ri»-l>asr- hiij;4*jrt ifts ^ihoiild rc-vU-w the possible h.ir.ardi 
thai may >*c<:ur. The hazards prei>»':tc*'d below ,ind the possible steps to 
• •v..>rk:uu:v : r:->f ha/.ard^ are i;i f.Tu'd with the nin ut aiding thos^ who seek 
t..: »v.tabl: ,h a /.B'i type sy-,t^-n. li petully, Chey will aid in insuring 
.1 ''au <:^'ssr\i I, i rap U'rr.eiita 1 1 on. 

I. :t,i: .-an :i it he i::^pl.-!r.enr:.;.l .»v.'rni:^ht. iirne is neede.l t■■^ develop 
J>;ri.'.T. t..Tn> ;»ro;ierlv ami t i> train biiil>*t?t and a>ir^ncy p-r.-.nrine I 
i-A rh.'ir use. r ii.'ret ur-; . liiul>!et pr»*par at Inn tine shmild be 
l.-r^rh^nnr! luring t hn n«?w ';ysr<-r.*': inpl.;nencat ion. 
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To? nan.iKenent taay }>- vUweii .i.-. Ly,i\or U\a and dl»jplaylnK only 

lip-service to ZBB. IC Is iaportnnt that upper-level buJ^eC 

offtcLils actively demonstrate to budget sta££ and appropriate a^tfncy 

otticlalii their support and utilization of zero-base budgeting in 

rcvlewlnK agency budget requesta. Ih analyzing budget ataf£ recocoendations, 

and In naklng final budget Jectslons. 

Agencies oay have considerable probieas in interpreting forns and In 
understanding zero-base concepts. Close coordination and follow-u? 
should be conducted by the budget office to Insure proper understanding 
and conpletion of budget request foras by Che agencies. 

P^rforraance oeasures should be reviewed beforehand to assure that 
data, on tht- need for the prograa, the efficiency and effectiveness 
ot the program, along with the prograa outputs produced, that the agency 
intends to subalt for budgetary purposes will be provided by the agency 
In the proper aanner. The types of perfonnnnce measures requested 
are often confused by the agencies. 

The Legislature can be an extreae hazard to the success of .iny new 
budget system. Legislators ^^'e generally reluctant to have budget 
cethods changed or altered froa the present scheme of things. An 
educational scninar for lawmakers, especially for those legislators 
on the finance conanitcees, should be held in order chat 
tney will be better able to understand the concepts of the new systen. 

A new biid^fting systea Is not instituted by fiat- Budget systen 
reforas and Inprovements usually Cake years of slow and painful 
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(li«veloj»menc. Do noL liur.jld .my new syscea or major ch.jn>;e in .j j^reiienc 
budstiCins s/scea as a new Messiah that will brinic .ibuuC soluciona 
ovtirni>ihc. The experiences PP3 haa served co provide nany lesiuns 
in this area. 

Si-n-T-ary 

New Jersey's 7.D3 syyceo acceapts Co gee away £ ron the conaon budijewry 
cuvton of regarding current operacinj; and expenditure levels as a sicrosanct 
established base and from che practice oi reviewing In detail only proposed 
Increases and decreases, Z33 offers Se'j Jersey's management a practical 
to.)l tor evaluating program benefits S'ersus costs, a method to redirect 
pru<r.ici effort;! and funds troa lou priority existing prograns intc high 
priority, possibly new, prograns; .1 neans to laprove efficiency and effectiveness, 
and a way to ••'■ntrol budget .'.r.vjth. Tht? haxards and pitfalls ot irjplecient ing and 
utilizing ZB'A art; tew and surmountable. 

In Uc'J Jersey, ^ero-ba:>e budgeting has weathered Its initial budget 
cyt-le. Th«re are still problems to overcome and new challenges to face 
but i:SiJ can work, fairly well during these fiscally hard Ciaes. 
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